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THE  VALUE  OF  MICROENTERPRISE 
DEVELOPMENT 


TUESDAY,  JUNE  27,  1995 

House  of  Representatives, 
Committee  on  International  Relations, 

Washington,  DC. 

The  committee  met,  pursuant  to  call,  at  10:20  a.m.  in  room  2172, 
Raybum  House  Office  Building,  Hon.  Benjamin  A.  Oilman  (chair- 
man of  the  committee)  presiding. 

Chairman  Oilman.  The  hearing  will  come  to  order.  Today's  hear- 
ing will  be  an  overview  of  the  value  of  microenterprise  develop- 
ment. And  in  this  era  of  budget  cutting,  we  must  begin  to  identify 
and  focus  on  those  foreign  assistance  programs  that  are  real  win- 
ners. HR  1561,  the  American  Overseas  Interest  Act,  calls  for  deep 
reductions  in  the  development  assistance  account.  I  do  not  think 
that  any  of  us  in  the  community  liked  doing  it,  but  difficult  choices 
needed  to  be  made.  Choices  need  to  be  made  now  so  that  our  Na- 
tion can  continue  to  support  new  innovative  and  effective  pro- 
grams. We  can  no  longer  afford  programs  that  do  not  measure  up. 

One  program  that  does  measure  up  though  is  that  child  survival 
program.  I  support  this  program  and  hope  to  improve  upon  it  in 
the  years  ahead.  It  is  our  intention  in  our  committee  to  take  up 
legislation  later  this  summer  to  address  some  of  the  problems  that 
the  Appropriations  Committee  noted  in  the  current  Foreign  Assist- 
ance Act  with  regard  to  the  Child  Survival  program.  And  as  you 
know  the  Foreign  Operations  Appropriations  bill  is  presently  on 
the  floor  this  very  week.  I  hope  to  make  our  child  survival  effort 
a  bipartisan  one  in  cooperation  with  our  ranking  minority  member, 
Mr.  Hamilton,  and  with  the  administration. 

Another  program  that  should  and  must  be  maintained  is  our 
microenterprise  initiative.  I  began  work  on  this  initiative  back  in 
1986.  Joined  by  a  number  of  our  colleagues  on  both  sides  of  the 
aisle,  we  began  to  make  progress  in  our  efforts  to  articulate  a  new 
vision  for  ending,  not  just  alleviating,  poverty.  Microenterprise  Ini- 
tiative seeks  to  dramatically  expand  access  to  credit  by  the  world's 
poor  to  help  them  work  their  way  out  of  poverty.  The  initiative  is 
a  hand  up  not  a  handout.  It  is  built  on  the  successful  model  of  the 
Orameen  Bank,  FINCA  and  Accion  International.  Under  this  Ini- 
tiative, we  hope  to  help  end  poverty  for  some.  We  also  hope  to  cre- 
ate self-sufficient  microenterprise  banks  that  will  eventually  end 
poverty  for  all. 

This  proposal  has  been  built  on  a  foundation  of  strong  bipartisan 
support,  including  such  members  as  Mr.  Hamilton,  Mr.  Oedjenson, 
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Mr.  Bereuter,  Ms.  McKinney,  Ms.  Ros-Lehtinen,  Mr.  Moran  and 
Mr.  Rohrabacher  just  to  mention  a  few  of  our  committee  members. 

Today  we  look  forward  to  hearing  from  the  administration  rep- 
resented by  Dr.  Ann  Van  Dusen,  the  Senior  Deputy  Assistant  Ad- 
ministrator for  Global  Programs,  Field  Support  and  Research  at 
the  Agency  for  International  Development.  We  welcome  Dr.  Van 
Dusen  and  given  your  strong  support  and  positive  relationship  to 
the  committee  staff,  please  feel  that  you  are  among  family  here. 

Dr.  Van  Dusen  will  be  followed  by  a  panel  of  experts  on  recent 
developments  in  the  microenterprise  field.  We  will  lead  with  the 
testimony  of  Dr.  Michael  Chu,  president  and  CEO  of  Accion  Inter- 
national, followed  by  that  great  leader  Dr.  Muhammad  Yunus  of 
the  Grameen  Bank  in  Bangladesh  and  we  will  wind  up  with  Dr. 
John  Hatch,  founder  of  FINCA  International. 

[The  prepared  statement  of  Chairman  Gilman  appears  in  the  ap- 
pendix.] 

Chairman  GiLMAN.  Before  hearing  from  the  witnesses,  I  would 
like  to  recognize  our  senior  member  in  the  minority,  Mr. 
Gedjenson,  the  gentleman  from  Connecticut,  for  any  opening  state- 
ment he  may  wish  to  make. 

Mr.  Gejdenson.  Thank  you,  Mr.  Chairman.  And  as  fond  as  I  am 
for  you  personally,  I  think  holding  this  hearing  after  the  cuts  we 
have  had  in  foreign  assistance  and  particularly  this  program  leaves 
us  with  a  family  that  may  have  just  cut  out  of  the  three  meals,  it 
seems  we  just  cut  out  dinner.  And  the  foreign  aid  package  that 
passed  the  committee  and  passed  the  House,  frankly,  I  think  will 
wreak  havoc  on  our  assistance  program,  particularly  in  the  area  of 
the  microenterprise  program  which  we  both  agree  is  what  foreign 
aid  should  be  all  about. 

Now,  this  is  a  program  of  hope  and  optimism  and  responsibility. 
It  gives  people  and  under  developed  nations  a  chance  for  life,  a  few 
hundred  dollars  for  business  and  the  American  Government  gets  95 
percent  of  that  repaid.  For  risking  only  $300  per  business  in  many 
cases,  we  can  help  lift  people  out  of  poverty  and  give  them  hope 
in  underdeveloped  countries. 

Again,  my  regret  is  that  after  the  Foreign  Aid  Authorization  bill 
passed  through  this  committee  and  after  the  Foreign  Aid  bill 
passed  through  the  House,  and  after  that  bill  imposed  a  cut  of  38 
percent  on  the  microenterprise  program,  it  is  hard  to  come  here  to 
this  hearing  with  you  who  have  been  such  a  great  supporter  of  the 
microenterprise  program,  without  feeling  immense  frustration. 

I  yield  back  the  balance  of  my  time. 

Chairman  GiLMAN.  Thank  you,  Mr.  Gedjenson.  And  with  that,  I 
would  like  to  recognize  again  Dr.  Ann  Van  Dusen,  our  Senior  Dep- 
uty Administrator  for  Global  Programs,  Field  Support  and  Re- 
search at  the  Agency  for  International  Development.  Dr.  Van 
Dusen,  you  may  submit  your  prepared  statement  for  the  record  and 
summarize  your  comments  or  as  you  may  feel  appropriate. 

Dr.  Van  Dusen. 


STATEMENT  OF  MS.  ANN  VAN  DUSEN,  SENIOR  DEPUTY  ASSIST- 
ANT ADMINISTRATOR  FOR  GLOBAL  PROGRAMS,  FIELD  SUP- 
PORT AND  RESEARCH,  U.S.  AGENCY  FOR  INTERNATIONAL 
DEVELOPMENT 

Ms.  Van  Dusen.  Thank  you,  Mr.  Chairman.  I  am  very  pleased 
to  have  this  opportunity  to  meet  with  the  committee  and  to  talk 
about  the  progress  that  AID  has  made  in  implementing  the 
microenterprise  initiative,  an  initiative  in  fact  that  we  committed 
ourselves  to  just  about  a  year  ago. 

We  see  this  microenterprise  initiative  as  a  joint  production  of 
Congress  and  the  executive  branch  and  really  a  marvelous  dem- 
onstration of  what  we  can  accomplish  working  together  and  work- 
ing with  the  private  sector. 

I  especially  want  to  thank  you.  Chairman  Oilman,  for  your  lead- 
ership both  last  year  during  the  planning  of  this  initiative  and  over 
the  past  several  years  as  an  advocate  of  microenterprise  develop- 
ment. You  were  a  champion  of  the  concept  when  very  few  people 
knew  about  it,  much  less  understood  it.  And  it  was  you  and  Mr. 
Gedjenson  who  worked  together  to  put  microenterprise  develop- 
ment on  the  map,  both  literally  and  figuratively. 

I  also  would  like  to  thank  Representatives  Bereuter,  Ms.  McKin- 
ney  and  Mr.  Rohrabacher,  all  of  whom  joined  in  last  year's  initia- 
tive, and  the  ranking  minority  member,  Mr.  Hamilton,  as  well  as 
Representatives  Ros-Lehtinen  and  Moran  for  their  active  involve- 
ment over  the  last  year. 

I  brought  with  me  today  a  copy  of  the  microenterprise  charter 
which  we  signed  exactly  a  year  ago  in  this  room  and  ask  that  it 
be  inserted  in  the  record.  I  think  it  would  be  useful  background. 
And  since  you  do  have  my  written  testimony,  I  would  like  just  to 
summarize  some  key  points  so  that  we  can  then  move  on. 

Chairman  Oilman.  Without  objection,  we  will  enter  that  in  the 
record. 

Ms.  Van  Dusen.  Thank  you.  Maybe  we  could  just  start  with 
some  of  the  basics.  Microenterprise  is  the  most  common  form  of 
free  enterprise  in  the  world.  It  is  estimated  that  there  are  as  many 
as  100  million  microenterprises  around  the  world.  We  see  it  really 
as  a  building  block  of  capitalism,  but  not  only  that.  It  represents 
really  a  safety  net  for  many  of  the  world's  poor.  It  provides  the 
wherewithal  for  people  to  be  able  to  feed  their  children,  to  better 
their  own  lives  and  it  also  really  builds  a  constituency  for  free  mar- 
kets. It  is  especially  important  for  women  who  in  so  many  ways 
have  been  restricted  in  their  access  to  financial  services. 

So  in  many  ways,  there  is  nothing  new  about  microenterprise.  It 
is  always  been  there  and  it  always  will.  I  think  what  is  new  as  we 
are  proceeding  with  the  initiative  are  two  things.  We  are  learning 
how  to  maximize  the  benefits,  the  impact,  of  our  investments  by 
combining  our  investments  in  microenterprise  with  other  develop- 
ment inputs  and  we  are  getting  a  much  better  understanding  of 
how  programs  fit  together  to  achieve  those  benefits. 

The  second  thing  obviously  is  we  are  learning  a  great  deal  about 
techniques  that  allow  us  to  really  leverage  very  small  amounts  of 
money  to  reach  millions  of  people.  So  what  is  new  about  the  initia- 
tive are  the  credit  delivery  techniques,  some  of  the  new  approaches 
that  have  been  promoted  in  the  last  few  years  to  the  point  that  we 
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now  can  imagine  a  day  when  the  majority  of  people  around  the 
world  can  have  access  to  basic  financial  services  which  obviously 
has  not  been  the  case  up  to  now. 

There  have  been  some  remarkable  accomplishments  over  the  last 
several  years.  They  are  highlighted  in  the  testimony,  but  let  me 
just  mention  a  couple.  In  Bolivia,  BancoSol  has  been  created  with 
really  very  modest  resources.  It  is  now  a  licensed  commercial  bank 
which  provides  loan  and  deposit  surfaces  exclusively  to  poor 
microenterprises.  In  over  3  years  that  it  is  been  in  existence,  it  has 
made  over  300,000  loans.  The  average  size  loan  in  this  program  is 
approximately  $400.  In  fact,  BancoSol  makes  more  loans  every 
month  than  all  of  the  other  bsmks  in  Bolivia  combined.  And  not 
surprisingly  it  is  prompting  the  traditional  banks  in  Bolivia  to 
begin  looking  at  opening  microfinance  windows  themselves. 

Indonesia  is  another  example  where  USAID  working  with  others 
basically  provided  the  technical  assistance  that  helped  transform 
what  was  a  money  losing  agricultural  credit  bank  into  a  very  prof- 
itable microenterprise  financing  institution.  The  BRI  now  reaches 
2  million  borrowers  and  over  12  million  savers.  The  average  loans 
are  under  $500  each  and  the  system  is  now  totally  self  financing 
so  it  no  longer  requires  help  from  donors.  And  again,  not  surpris- 
ingly, private  banks  are  beginning  to  look  at  this  as  a  model  that 
they  need  to  follow.  There  are  other  examples  of  programs  that 
have  become  self-financing.  ADEMI  in  the  Dominican  Republic, 
FINCA  in  Costa  Rica,  ACEP  in  Senegal.  These  programs  are  all 
serving  large  numbers  of  clients,  clients  who  are  willing  to  pay  the 
interest  rates  that  cover  the  full  cost  of  the  programs  and  to  repay 
their  loans  so  that  they  can  continue  their  credit  worthiness.  It  is 
truly  a  success  story. 

These  successes  are  impressive,  but  I  think  there  is  a  risk  of 
looking  at  them  in  isolation.  Microenterprise  is  an  important,  even 
an  essential  part  of  a  coherent  development  program,  but  that  pro- 
gram depending  on  the  circumstances  in  the  country  may  have  also 
to  include  investments  in  child  health,  in  family  health,  in  family 
planning,  in  basic  education.  I  think  we  certainly  are  convinced 
that  putting  microenterprise  investments  in  the  broader  develop- 
ment context  is  the  most  effective  way  for  achieving  the  kinds  of 
impacts  that  we  are  looking  for. 

In  conclusion,  what  I  would  just  like  to  do  is  summarize  the  com- 
mitments that  we  made  a  year  ago  when  we  were  establishing  the 
initiative  and  let  you  know  where  we  are. 

First  of  all,  we  are  committed  to  strengthen  USAIDs  own  re- 
sponse capability  in  the  area  of  microenterprise  development.  We 
have  made  microenterprise  development  an  integral  part  of  our 
economic  growth  strategy.  I  think  all  of  our  field  staff  understand 
the  priority  we  give  to  it.  There  are  substantial  microenterprise 
programs  now  in  35  missions  and  other  projects  that  are  currently 
being  developed.  We  have  established  an  office  of  microenterprise 
development  with  expanded  staff  and  mandate  and  in  many  ways 
we  are  putting  microenterprise  on  the  map  within  AID. 

The  second  pledge  we  made  was  to  maintain  and  increase  overall 
funding  for  microenterprise  development  and  I  am  pleased  to  say 
that  despite  budget  cuts,  we  have  been  able  to  do  that.  Our  com- 


mitment  was  to  move  from  $96  million  in  1993  to  $130  million  in 
1994  and  $140  million  in  1995  and  1996. 

Our  preliminary  tabulations  for  1994  indicate  that  in  fact  we  ex- 
ceeded our  pledge  and  it  may  amount  to  about  $158  million.  Our 
expectation  for  1995  is  that  we  will  be  right  on  target. 

Our  third  commitment  was  to  create  a  central  microenterprise 
fund  to  make  it  easier  to  work  with  U.S.  private  voluntary  organi- 
zations and  to  increase  the  quality  of  our  microenterprise  program- 
ming. We  have  done  that.  For  this  fiscal  year,  these  funds  will  total 
$38  million  and  we  hope  that  we  will  be  able  to  achieve  that  level 
also  in  1996. 

Of  course,  we  are  extremely  concerned  about  the  budget  situa- 
tion. Clearly,  the  outcome  of  the  authorization  and  appropriation 
bills  that  are  now  moving  through  Congress  can  dramatically  effect 
our  ability  to  meet  the  targets  that  we  fervently  hope  we  can  meet 
but  with  the  cuts  we  expect  in  both  development  assistance  and  the 
development  fund  for  Africa.  Clearly,  our  ability  to  continue  the 
microenterprise  initiative  at  the  level  that  we  would  like  is  jeopard- 
ized. 

The  fourth  commitment,  and  I  will  stop  after  this,  was  our 
pledge  to  increase  our  emphasis  on  reaching  women  and  on  reach- 
ing the  very  poorest  through  poverty  lending  programs.  And  as  you 
recall,  we  set  as  a  target  of  setting  aside  half  of  our  support  for 
microenterprise  lending  for  poverty  lending  programs  by  1996.  I 
am  pleased  to  report  that  as  of  this  year,  52  percent  of 
microenterprise  loans  we  supported  were  in  the  amounts  of  $300 
or  less.  And  most  of  the  clients  of  our  programs  are  women. 

I  am  pleased  to  report  this  to  you  because  I  think  it  shows  how 
far  AID  has  come  in  developing  our  ability  to  reach  the  very  poor. 
And  I  think  it  also  underscores  the  fact  that  we  are  working  very 
closely  with  the  other  speakers  that  you  are  going  to  be  hearing 
from  today. 

So,  in  conclusion,  we  certainly  are  proud  of  the  progress  that  has 
been  made.  We  hope  you  are  as  well  because  we  see  this  committee 
as  a  partner  with  us.  We  believe  that  the  success  is  a  credit  to  you, 
to  other  congressional  supporters,  to  the  PVO's  who  are  committed 
to  this  approach  to  development  and  to  my  colleagues  at  AID  who 
have  worked  so  hard  to  make  this  dream  a  reality.  It  really  is  in 
my  mind  amazing  progress  for  one  year  into  an  initiative.  Thank 
you. 

Chairman  Oilman.  Dr.  Van  Dusen,  we  want  to  thank  you  for 
your  important  comments  with  regard  to  this  program.  Dr.  Van 
Dusen,  we  cut  the  development  assistance  in  Development  Fund 
for  Africa  which  will  translate  into  some  programs  being  cut.  It  is 
my  hope  the  administration  will  find  a  way  to  spare  child  survival 
and  microenterprise.  We  did  not  pinpoint  those  or  earmark  those 
programs  for  any  of  the  cuts  and  we  would  like  to  see  reductions 
made  elsewhere  than  in  those  two  programs. 

We  want  to  work  with  the  administration  to  spare 
microenterprise  from  any  reduction.  If  we  can  work  together,  we 
will  not  need  to  earmark  the  funds.  But  if  we  cannot  work  to- 
gether, I  intend  to  call  on  our  Senate  counterparts  to  try  to  ear- 
mark microenterprise  so  that  we  can  preserve  it.  We  would  wel- 


come  the  help  of  your  office  in  those  endeavors  of  reaching  out  to 
the  Senate  to  try  to  spare  those  two  important  areas. 

Under  AIDs  microenterprise  enterprise  initiative  in  fiscal  year 
1995,  you  noted  that  the  administration  promised  to  lend  up  to 
$140  million.  Half  of  that  was  supposed  to  go  to  the  poorest  of  the 
poor.  Can  you  report  to  us  on  the  challenges  that  AID  had  faced 
in  trying  to  reach  the  poorest  of  the  poor  in  this  program? 

Ms.  Van  Dusen.  All  right.  We  have  been  able  to  achieve  that  tar- 
get and  I  think  there  are  a  number  of  reasons  that  we  have  been 
able  to.  So,  clearly,  working  with  financial  institutions  in  the  devel- 
oping countries  that  know  their  clientele  has  been  extremely  im- 
portant. 

I  think  a  lot  of  the  success  is  due  to  continued  vigilance,  contin- 
ued reminding  that  the  purpose  of  this  initiative  is  to  reach  the 
poorest  segments  and  to  reach  women  with  the  financial  services 
they  need.  And  I  think  nothing  succeeds  like  success. 

So  once  there  is  evidence  that  in  fact  the  very  poor  and  women 
are  credit  worthy,  that  they  repay  their  loans,  that  they  use  the  in- 
vestments to  move  ahead,  it  becomes  less  risky  for  institutions  to 
do  this  and  I  think  those  are  some  of  the  factors  that  have  enabled 
us  to  move  so  quickly  in  that  direction. 

Chairman  Oilman.  Dr.  Van  Dusen,  what  other  nations  have  been 
working  in  the  field  of  microenterprise?  Could  you  spell  out  their 
programs  for  us? 

Ms.  Van  Dusen.  Well,  I  would  have  to  say  in  all  modesty  the 
United  States  is  resilly  in  the  lead  in  this  area,  but  we  are  very  en- 
thusiastic about  other  donors  beginning  to  become  involved  as  well. 
In  fact,  a  consultive  group  on  assisting  the  poor  that  is  led  by  the 
World  Bank  and  other  donors  is  also  trying  to  develop 
microenterprise  programs.  And  in  many  ways,  we  have  been  work- 
ing very  closely  with  them  to  demonstrate  what  we  have  learned 
and  to  ensure  that  we  can  move  ahead  quickly  without  repeating 
earlier  errors. 

There  are  a  number  of  bilateral  donors  that  have  been  involved 
£ind  the  Inter-American  Development  Bank  is  active.  But  I  really 
think  the  new  consultative  group  is  going  to  be  an  important  mech- 
anism for  bringing  donors  together  on  this  issue. 

Chairman  GiLMAN.  Regarding  the  World  Bank  proposal  that  you 
mentioned,  we  understand  that  they  are  talking  about  a  $100  mil- 
lion fund  for  lending  in  microenterprise.  How  close  are  we  to  seeing 
that  implemented? 

Ms.  Van  Dusen.  I  may  have  to  get  back  to  you  on  that.  They  are 
meeting  today  and  tomorrow  and  I  think  at  the  end  of  those  meet- 
ings we  will  have  a  better  sense  of  how  they  are  coming  against 
that  target.  But  it  is  a  very  serious  effort  and  I  expect  that  they 
will  be  able  to  achieve  it. 

[The  response  follows:] 

The  Consultative  Group  to  Assist  the  Poorest  (CGAP)  was  formally  established  on 
June  27,  1995.  Members  of  the  group  are:  the  World  Bank,  USAID,  Canada,  the 
Netherlands,  France,  International  Fund  for  Agricultural  Development,  Asian  De- 
velopment Bank,  African  Development  Bank  and  the  United  Nations  Development 
Fund.  Total  commitments  to  CGAP  are  approximately  $200  million,  of  which  $170 
consists  of  normal  donor  programming  "attributed"  to  CGAP  and  $30  million  of  new 
funding  supplied  by  the  World  Bank  from  its  net  profits.  Implementation  of  the  pro- 
gram is  now  underway. 


Chairman  Oilman.  Has  AID  supported  the  Grameen  Bank  or 
failed  to  support  it?  I  am  not  clear  where  AID  comes  out  on 
Grameen  Bank. 

Ms.  Van  Dusen.  We  obviously  are  very  enthusiastic  about  the 
Grameen  Bank  which  has  provided  many  of  the  models  that  we  are 
using.  Because  the  Grameen  Bank  has  traditionally  relied  on  other 
donors  and  in  fact  has  had  sufficient  funding  from  other  donors, 
AID  has  not  had  to  provide  funding  directly  to  the  Grameen  Bank. 
We  have  made  a  grant  to  the  Grameen  Trust,  however,  which  basi- 
cally seeks  to  replicate  the  Grameen  Bank  model  in  other  coun- 
tries. That  grant  is  ongoing.  Dr.  Yunus  will  be  in  a  better  position 
to  tell  you  the  status  of  the  grant. 

Chairman  GiLMAN.  So  essentially  AID  would  be  supportive  of  the 
Grameen  Bank. 

Ms.  Van  Dusen.  We  are  very  supportive  of  what  they  are  doing 
and  in  fact  are  seeking  to  replicate  that  model  in  other  countries 
through  our  support  for  the  Grameen  Trust. 

Chairman  GiLMAN.  What  level  of  microenterprise  lending  could 
AID  do  in  fiscal  year  1996  under  the  committee's  proposed  funding 
levels? 

Ms.  Van  Dusen.  I  knew  you  would  ask  that.  Unfortunately,  I 
hope  that  red  light  does  not  mean  anything. 

Chairman  Gilman.  That's  all  right.  Continue. 

Ms.  Van  Dusen.  Unfortunately,  until  we  know  the  exact  level  of 
the  decreases  in  the  budget,  it  is  impossible  to  give  a  precise  num- 
ber. But  some  of  the  proposals  that  we  have  been  looking  at  have 
amounted  to  as  much  as  a  30  to  35  percent  cut  in  Development  As- 
sistance and  DFA.  And  under  those  scenarios,  as  enthusiastic  as 
we  are  about  child  survival  or  microenterprise,  it  is  inconceivable 
to  me  that  they  would  not  be  affected  as  well. 

Chairman  Gilman.  Well,  we  would  like  to  work  with  you  to  try 
to  prevent  as  much  of  that  reduction  as  possible.  Mr.  Gedjenson. 

Mr.  Gejdenson.  What  would  happen  to  your  operation  if  you 
were  forced  to  take  a  40  to  48  percent  cut  as  now  seems  probable 
when  you  look  at  the  House  and  Senate  actions  on  foreign  assist- 
Eince? 

Ms.  Van  Dusen.  It  would  be  a  very  different  AID,  both  in  terms 
of  the  scope  of  our  programs  and  where  we  could  work.  We  feel 
very  strongly  that  the  development  impact  that  we  get  comes  from 
the  synergy  among  programs  and  we  would  obviously  try  to  pre- 
serve that  synergy.  But  with  a  program  that  has  almost  half  the 
current  size,  I  think  you  certainly  would  see  a  very  different  oper- 
ation, not  only  with 

Mr.  Gejdenson.  What  percentage  of  your  operation  is  overhead 
at  this  point?  You  know,  the  staff  that  it  takes.  Whether  you  are 
lending  out  $1  or  $1  million,  you  need  a  certain  level  of  staff.  So 
how  much  do  you  spend  on  staff  as  compared  to  loans? 

Ms.  Van  Dusen.  Are  you  talking  about  specifically  the 
microenterprise  program? 

Mr.  Gejdenson.  The  microenterprise  program  and  the  money 
you  get. 

Ms.  Van  Dusen.  The  microenterprise  program  basically  I  think 
is  very  efficient.  If  you  talk  about  last  year  where  the  program 
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amounted  to  about  $158  million,  probably  AID  is  working  with  a 
staff  around  the  world  of  not  more  than  25  full  time. 

Mr.  Gejdenson.  Twenty-five  individuals? 

Ms.  Van  Dusen.  Twenty-five  individuals. 

Mr.  Gejdenson.  So  most  of  the  money  goes  directly  into  the 
field. 

Ms.  Van  Dusen.  Absolutely. 

Mr.  Gejdenson.  So  this  year  you  got  $158  million? 

Ms.  Van  Dusen.  In  1994  we  spent  $158  million  (estimated).  Let 
me  summarize  just  so  you  get  orders  of  magnitude.  For  Africa,  it 
is  approximately  $46  million.  For  Asia  and  Near  East  it  is  about 
$28.  For  Latin  America,  it  is  about  $37  and  for  Eastern  Europe  and 
the  NIS,  it  is  about  $34.  The  funding  that  went  to  central  mecha- 
nisms and  for  central  technical  support  in  1994  was  is  very  modest, 
about  $13  million. 

Mr.  Gejdenson.  So  in  effect,  what  you  are  looking  at  is  going 
from  in  the  range  of  $150  million  down  to  $75  million  that  you  can 
lend  out. 

Ms.  Van  Dusen.  I  hope  not.  But  under  the  scenario 

Mr.  Gejdenson.  Well,  hoping  is  very  nice  and  feeling  good  about 
the  microenterprise  program  is  very  nice,  but  if  these  budget  num- 
bers hold  up  and  you  have  got  between  a  40  and  a  48  percent  re- 
duction in  the  funding  that  goes  to  the  AID  account,  you  are  going 
to  feel  it  proportionately. 

Ms.  Van  Dusen.  That  is  right. 

Mr.  Gejdenson.  And  that  means  that  you  are  going  to  go  from 
$150  and  some  million  down  to  about  $75  million.  And  that  to  a 
program  that  the  chairman  of  the  committee  and  I  and  many  oth- 
ers have  supported  seems  to  me  is,  one,  devastating,  and,  two,  it 
is  going  in  the  exact  opposite  direction  we  ought  to  go.  Now,  how 
helpful  would  it  be  if  not  only  was  your  budget  cut  in  half,  as  the 
chairman's  mark  would  do  basically,  but  how  helpful  would  it  be 
if  you  also  got  absorbed  into  the  State  Department.  So  not  only 
were  you  getting  half  your  money,  but  AID  disappeared  and  you 
now  worked  within  the  State  Department.  Maybe  the  chairman 
ought  to  listen  to  this  part. 

Ms.  Van  Dusen.  I  do  not  think  it  would  be  helpful  at  all.  Obvi- 
ously, we  are  concerned.  We  think  we  have  got  a  very  effective  pro- 
gram. It  is  slim.  It  is  reaching  its  targets.  We  think  that  it  is  being 
very  effectively  managed  and 

Mr.  Gejdenson.  Mr.  Chairman,  maybe  I  should  ask  the  Chair- 
man. How  does  the  Chairman  feel  that  the  microenterprise  pro- 
gram would  work  better  if  it  was  in  the  State  Department  along 
with  all  the  other  activities  that  we  are  putting  in  the  State  De- 
partment and  the  Chairman's  bill? 

Chairman  GiLMAN.  Well,  if  the  gentleman  will  yield. 

Mr.  Gejdenson.  I  will  be  happy  to  yield. 

Chairman  GiLMAN.  We  had  moved  the  AID  under  our  legislation 
within  the  State  Department  and  all  of  the  programs  under  AID 
will  still  stay  within  AID.  What  we  are  doing  is  trying  to  avoid  the 
duplication  of  some  of  the  agencies  that  were  operating  independ- 
ently and  by  bringing  them  back  in 

Mr.  Gejdenson.  I  am  claiming  my  time 


Chairman  GiLMAN.  State  Department  pursuant  to  what  the  Sec- 
retary of  State  originally  had  requested.  We  were  following  his  sug- 
gestions until  the  administration's  turf  war  started. 

Mr.  Gejdenson.  I  am  not  sure  the  Secretary  of  State  was  sa5dng 
that  he  wanted  the  microenterprise  program  in  the  State  Depart- 
ment. But  I  just  remind  the  Chairman  of  the  difficulty  we  had  even 
within  AID  getting  recognition  and  getting  focus  on  the 
microenterprise  program.  If  you  think  it  was  hard  in  AID  where  its 
mission  is  the  microenterprise  program  in  reality,  I  can  assure  the 
Chairman  that  after  we  cut  this  budget  in  half  from  $158  million 
to  about  $75  million  which  is  what  we  are  doing  here  and  put  it 
in  the  State  Department,  the  Chairman  is  not  going  to  see  his  be- 
loved program  operating  better  or  serving  more  people. 

Chairman  Oilman.  Well,  I  would  hope  that  the  gentleman's  re- 
marks are  not  valid.  We  certainly  will  be  working  with  Dr.  Van 
Dusen  to  try  to  preserve  it.  We  will  be  working  with  the  Senate  to 
try  to  preserve  it.  And  we  still  will  have  it  within  AID  oversight. 

Mr.  Gejdenson.  I  guess  my  frustration  is  I  know  where  the 
Chairman's  heart  is.  I  know  the  Chairman  has  supported  this  pro- 
gram before  frankly  I  was  aware  of  this  program  in  a  serious  na- 
ture. And  to  watch  this  program  that  is  so  effective  and  helps  peo- 
ple that  are  in  such  need  take  a  50  percent  hit  essentially,  maybe 
it  is  only  going  to  be  48.  Who  knows?  We  might  get  lucky.  It  could 
end  up  45  percent  of  its  money  disappearing.  But  to  have  this  pro- 
gram cut  in  half  essentially  I  think  is  going  to  be  devastating  for 
what  the  Chairman  wants  to  do. 

Chairman  GiLMAN.  If  the  gentleman  will  further  yield,  please 
bear  in  mind  that  there  is  no  earmarking  on  which  of  these  pro- 
grams will  be  cut  and  we  will  be  leaving  it  up  to  the  administrator 
to  decide  how  to  fix  the  proper  appropriation  within  his  discretion. 

Mr.  Gejdenson.  I  will  just  say  they  are  going  to  have  the  same 
problem  we  did,  trjdng  to  choose  between  population  planning  and 
hunger  relief  and  microenterprise  and  all  the  other  things  that  are 
in  there  for  very  little  dollars  compared  to  what  we  are  going  to 
spend  on  Star  Wars  if  some  of  your  colleagues  get  their  way  I  just 
think  is  a  dangerous  policy  decision.  Thank  you. 

Chairman  GiLMAN.  I  thank  the  gentleman  for  his  remarks.  Dr. 
Van  Dusen,  just  one  last  question.  If  you  were  shifted  with  AID 
under  the  umbrella  of  the  State  Department,  would  you  predict 
that  your  job  would  be  any  more  difficult  or  any  easier  because  of 
that?  Forgetting  funding  for  a  moment. 

Ms.  Van  Dusen.  I  think  for  me  it  would  be  more  difficult.  The 
State  Department  has  an  important  mandate,  but  it  is  different 
from  aid's.  And  I  think  there  would  be  a  great  deal  of  time  spent 
in  trying  to  meld  those  two  very  separate  but  very  important  man- 
dates. I  know  there  have  been  studies  that  looked  at  the  cost  effec- 
tiveness of  a  merger  and  as  I  understand  it  we  do  not  see  the  cost 
savings.  I  think  in  terms  of  implementing  programs  that  are  work- 
ing well  now,  it  will  be  more  difficult. 

Chairman  GiLMAN.  Dr.  Van  Dusen,  what  has  been  the  experience 
in  financial  management  and  fraud  control  in  microenterprise  pro- 
grams? Have  other  programs  experienced  the  level  of  fraud  in 
FINCA,  El  Salvador,  for  example? 
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Ms.  Van  Dusen.  The  level  of  fraud  in  the  FINCA  El  Salvador 
program  is  highly  unusual  for  FINCA  and  other  microenterprise 
programs,  and  it  is  isolated.  I  am  happy  to  say  that  it  is  isolated. 
Aside  from  minor  infractions  which  have  been  corrected,  there  is  no 
other  example  that  I  know  of.  We  have  no  reason  to  believe  that 
such  a  problem  exists  elsewhere  in  the  FINCA  portfolio. 

I  cannot  really  speak  about  the  FINCA  investigation.  It  is  ongo- 
ing with  our  Inspector  General.  But  maybe  it  would  be  useful  just 
to  share  some  of  the  things  that  we  are  trying  to  do  to  ensure  that 
this  would  not  happen  again.  We  now  are  ensuring  that  before  AID 
provides  funding  applicants  for  new  microenterprise  grants  dem- 
onstrate a  high  degree  of  sophistication  in  their  financial  manage- 
ment systems. 

We  have  also  spent  a  fair  amount  of  time  with  U.S.  NGO's  on 
the  subject  of  fraud,  including  bringing  together  experts  on  forensic 
accounting  and  fraud  control  basically  to  do  some  training  in  this 
area.  And  I  am  confident  that  the  FINCA  El  Salvador  case  will  re- 
main an  isolated  albeit  unfortunate  one. 

Chairman  Oilman.  Dr.  Van  Dusen,  how  do  microenterprise  loans 
in  newly  independent  states  in  newly  independent  Europe  compare 
in  size  to  those  of  your  poverty  lending  programs? 

Ms.  Van  Dusen.  Well,  because  of  the  economic  structure  in  the 
NIS  and  Eastern  Europe,  the  poorest  entrepreneurs  basically  need 
loans  in  the  range  of  $500  to  $5,000.  While  these  are  much  larger 
than  the  $300  loan  size  that  we  use  as  a  reference  point  for  poverty 
lending  in  the  rest  of  our  programs,  because  these  are  the  poorest 
of  the  entrepreneurs  in  these  countries,  we  do  still  consider  them 
micro  loans. 

Chairman  Oilman.  Thank  you.  I  see  we  are  joined  now  by  our 
distinguished  subcommittee  chairman  of  the  Subcommittee  on  Afri- 
ca, Ileana  Ros-Lehtinen.  Would  you  care  to  make  any  opening  com- 
ments, Ms.  Ros-Lehtinen? 

Ms.  Ros-Lehtinen.  Thank  you,  Mr.  Chairman.  I  would  like  to 
submit  a  written  statement  for  the  record,  but  I  would  just  like  to 
congratulate  you  for  holding  a  hearing  on  this  issue.  In  my  South 
Dade  community  in  South  Florida,  there  is  a  local  group  called  Re- 
sults which  has  had  very  good  results  in  helping  many  of  the  small 
business  entrepreneurs  get  the  loans  that  they  need  and  get  the 
help  that  they  need  in  starting  up  their  businesses.  The  individuals 
involved  with  Results  in  Miami  include  Oail  Neumann,  the  Results 
Oroup  leader;  Lloyd  van  Bylevelt  of  the  Peace  Education  Founda- 
tion; Laurie  Suarez  of  the  Laparoscopic  Surgery  Center;  Kathleen 
Cordon  of  Partners  for  Self-Emplojrment;  Carol  van  Arx  of  the 
Roblee  Foundation,  and  retiree  Addie  Aidman. 

Some  of  them  have  dealings,  for  example,  with  African  jewelry. 
Some  of  them  because  of  our  strong  Caribbean  influence  deal  with 
a  lot  of  the  Caribbean  goods  trying  to  sell  them  to  local  merchants. 
And  the  results,  which  is  based  on  AIDs  microenterprise  initiative, 
has  helped  in  providing  the  information  that  these  small  business- 
men and  women  need  to  know  in  order  to  structure  a  company — 
what  legally  they  need  to  comply  with;  what  are  the  forms  that 
they  have  to  fill  out  to  make  sure  that  they  are  in  full  compliance 
with  local  and  state  requirements.  Furthermore,  they  help  them 
get  the  loans  that  they  otherwise  would  not  be  able  to  qualify  for, 
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because  many  of  them  are  so  small.  Also,  in  the  amount  of  money 
that  they  get  from  Results  would  not  qualify  there  for  many  of  the 
programs  that  the  local  banks  have. 

I  congratulate  you,  Mr.  Chairman,  for  holding  this  hearing  and 
I  especially  want  to  point  out  the  initiatives  that  have  taken  place 
in  my  congressional  district  and  the  proud  work  that  they  have 
done  for  small  businessmen  and  women  in  trying  to  help  them  re- 
alize their  American  Dream.  Thank  you,  Mr.  Chairman. 

Chairman  Oilman.  I  am  informed  that  the  bells  indicate  that  we 
will  have  a  recess  until  noon.  Thank  you,  Ms.  Ros-Lehtinen. 

Ms.  Ros-Lehtinen.  Thank  you,  Mr.  Chairman. 

Chairman  Oilman.  And  we  are  joined  also  by  Congressman  Bill 
Ooodling,  a  senior  member  of  the  Committee  on  International  Rela- 
tions, the  gentleman  from  Pennsylvania,  Mr.  Ooodling. 

Mr.  Ooodling.  I  am  sorry  that  you  introduced  me  as  a  senior 
member  because  I  am  only  learning  about  the  program  as  I  sit 
here.  So  I  will  not  ask  any  unintelligent  questions. 

Chairman  Oilman.  Thank  you  for  joining  us,  Mr.  Ooodling.  Any 
further  questions,  Mr.  Oedjenson?  We  w£int  to  thank  you.  Dr.  Van 
Dusen,  for  joining  us  today  and  we  look  forward  to  working  with 
you  in  the  days  ahead  as  we  try  to  preserve  the  best  of  this  pro- 
gram. 

Ms.  Van  Dusen.  Thank  you,  very  much. 

[The  prepared  statement  of  Ms.  Van  Dusen  appears  in  the  ap- 
pendix.] 

Chairman  Oilman.  Thank  you.  We  are  now  joined  by  a  truly  dis- 
tinguished panel  of  experts  with  regard  to  the  microenterprise 
issue.  First,  we  will  hear  from  Mr.  Michael  Chu,  president  and 
CEO  of  Accion  International.  Mr.  Chu  joined  Accion  from  the  in- 
vestment firm  of  Kohlberg,  Kravis,  Roberts  &  Company  where  he 
was  an  executive  and  a  limited  partner  in  a  New  York  office.  Mr. 
Chu  is  a  native  of  China,  but  grew  up  in  Uruguay  and  has  an  MBA 
from  Harvard  Business  School.  We  welcome  you,  Mr.  Chu.  Now, 
you  may  summarize  your  statement  or  read  the  whole  statement 
as  you  see  fit. 

STATEMENT  OF  MR.  MICHAEL  CHU,  PRESmENT  AND  CEO, 
ACCION  INTERNATIONAL 

Mr.  Chu.  Mr.  Chairman,  Members  of  the  Committee,  thank  you 
for  the  invitation  to  testify  before  you.  My  oral  presentation  will  be 
a  summary  of  my  complete  testimony  being  made  available  to  you. 

In  previous  hearings  you  have  heard  about  the  enormous  need 
for  credit  among  the  world's  working  poor  and  the  microenterprise 
institutions  that  are  providing  an  effective  response.  Today  I  would 
like  to  tell  you  where  we  are  in  the  evolution  of  microenterprise, 
and  as  you  make  difficult  decisions  in  the  allocation  of  this  nation's 
investments,  what  is  at  stake. 

Microenterprise  credit  stands  at  the  threshold  of  being  an  effec- 
tive and  massive  attack  on  world  poverty.  At  the  heart  of  this  lies 
the  development  of  methodologies  around  the  world  that  are  fulfill- 
ing five  key  characteristics.  One,  they  can  deploy  serious  amounts 
of  money  in  small  portions  to  reach  significant  numbers  of  people. 
Two,  their  funds  go  directly  to  the  economically  disadvantaged. 
Three,  their  loans  go  to  support  activities  that  fulfill  real  needs  of 
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paying  customers,  and  therefore  are  natural  components  of  the  eco- 
nomic system.  Four,  they  recover  the  funds  deployed,  with  cor- 
responding interest.  Five,  they  manage  themselves  as  economic  en- 
tities, covering  expenses  with  the  income  generated  by  their  loan 
portfolios. 

As  one  example  of  this,  Accion  International  has  developed  a  net- 
work of  institutions  across  Latin  America  that  in  1994  covered  14 
countries,  disbursed  $288  million  in  loans  with  an  average  size  of 
around  $550  to  259,000  clients,  with  a  repayment  rate  in  excess  of 
98  percent.  In  other  words,  the  loan  portfolio  of  the  enterprising 
poor  of  Latin  America  has  a  better  risk  profile  than  the  joippie 
credit  cards  that  have  been  securitized  in  the  U.S.  financial  mar- 
kets. 

In  addition  to  this  high  asset  quality,  around  14  of  the  19  Latin 
American  institutions  in  the  Accion  Network  in  1994  have  reached 
economic  self-sufficiency  and  are  profitable.  I  am  here  before  you 
today  to  state  that  microenterprise  credit  has  been  proven  to  be  ab- 
solutely economically  viable. 

This  has  been  the  great  achievement  of  the  last  decade,  for  it 
makes  possible  the  key  conceptual  linkages  that  constitute  the  sec- 
ond stage  of  microenterprise  development.  A  principal  insight  of 
Accion's  pioneering  experience  is  that  a  program  impacting  poverty 
that  is  economically  viable  has  the  possibility  of  accessing  financial 
markets  on  commercial  terms.  If  it  can  tap  into  the  vast  resources 
of  the  capital  markets,  it  can  then  count  on  obtaining  the  necessary 
firepower  to  truly  reach  massive  numbers  of  clients.  If  it  can  reach 
massive  numbers,  then  it  can  really  aspire  to  changing  the  social 
and  economic  environment  in  which  it  operates. 

This  process  has  already  begun.  To  cite  some  milestones: 

(1)  A  majority  of  the  members  of  the  Accion  Network  fund  their 
loan  portfolios  by  accessing  the  local  banking  markets  as  corporate 
customers. 

(2)  When  growth  has  gone  beyond  the  capacity  of  local  banks  to 
service  the  microenterprise  program  as  a  client,  Accion  affiliates 
have  established  fully-fledged  financial  institutions  regulated  by 
the  Superintendency  of  Banks,  no  different  than  any  other  bank 
except  for  one  thing:  they  serve  only  microenterprise  customers. 
This  has  already  happened  in  Bolivia  with  BancoSol,  in  Colombia 
with  Finansol,  and  the  Mexican  member  of  our  Network  has  ap- 
proval to  establish  a  single-purpose  finance  company. 

(3)  Formal  financial  institutions  have  dramatically  impacted  cov- 
erage. For  instance,  at  the  end  of  last  year,  the  entire  Bolivian 
banking  system  served  a  total  of  167,000  clients.  Of  these,  62,000 
were  BancoSol's —  a  bank  that  did  not  exist  3  years  ago. 

(4)  Other  organizations,  such  as  Grameen  Bank  and  FINCA 
International,  are  demonstrating  the  massive  potential  of 
microenterprise  as  a  vehicle  for  reaching  the  poor. 

In  the  Americas  and  elsewhere,  as  my  colleagues  from  other 
microenterprise  organizations  can  attest,  economic  viability  has  al- 
lowed new  and  daring  experiments  that  are  constantly  unlocking 
doors  to  opportunities  that  were  just  dreams  only  a  few  years  ago. 

Let  me  illustrate  with  just  one  example.  In  1994,  Accion  Inter- 
national helped  BancoSol  of  Bolivia  place  certificates  of  deposit  in 
the  United  States  to  premier  financial  institution  on  a  strictly  com- 
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mercial  basis.  The  significance  of  this  is  enormous.  For  the  first 
time,  the  conceptual  loop  linking  the  world's  capital  markets  to  the 
promise  to  pay  of  a  microentrepreneur  woman  selling  her  wares  in 
the  street  corner  of  La  Paz  has  actually  been  closed.  It  is  a  true 
landmark  of  microenterprise  finance. 

These  accomplishments  are  due  to  the  hard  work  of  the  men  and 
women  of  the  microenterprise  programs  and  their  clients,  but  they 
are  also  the  results  of  enlightened  foreign  aid.  Grant  support  from 
donor  U.S.  agencies,  particularly  AID  and  the  InterAmerican  Foun- 
dation, provided  at  critical  junctures,  has  been  instrumental. 

A  prime  example  is  the  case  of  BancoSol.  AID  was  the  primary 
agency  involved  in  the  creation  of  PRODEM,  the  NGO  that  is  the 
bank's  origin,  with  a  single  grant  under  $2  million  in  1986.  Last 
year,  the  bank  disbursed  nearly  $80  million  in  loans  with  an  aver- 
age size  of  $533,  funded  in  the  interbank  and  capital  markets,  and 
not  1  cent  came  from  AID.  For  every  one  of  AIDs  original  dollars, 
BancoSol  is  now  putting  $40  on  the  street  every  year,  and  that 
number  will  keep  growing.  Yet  without  that  initial  investment  from 
AID,  there  would  be  no  BancoSol.  And  without  AID  even  Accion  it- 
self may  not  be  here  today. 

While  the  achievements  of  the  past  are  making  possible  the  in- 
sertion of  microenterprise  into  the  financial  system,  this  process  re- 
quires increased  sophistication  on  the  part  of  the  microenterprise 
organizations  and  has  multiplied  the  demands  on  practitioners 
such  as  Accion,  both  professionally  and  materially.  It  is  in  this  con- 
text that  we  celebrated  the  creation  a  year  ago  of  the 
microenterprise  initiative  at  AID. 

Since  then,  AIDs  efforts  in  the  field  have  sharpened  in  focus  and 
tightened  in  organizational  coherence  and  efficiency.  With  the  cre- 
ation of  a  central  microenterprise  office  at  AID,  coordination  with 
private  organizations  like  Accion  has  become  more  streamlined, 
with  private  organizations  being  demanded  a  higher  quality  level 
than  before.  In  the  last  year,  AJDs  microenterprise  initiative  has 
moved  forward  to  explore  and  support  new,  creative  ideas.  Some 
examples  are: 

(1)  Aggressive  expansion  of  coverage,  as  in  the  case  of  the  Nica- 
raguan  member  of  Accion's  Network,  which  will  aim  to  increase  the 
number  of  clients  served  from  the  present  4,800  to  23,000. 

(2)  The  development  of  an  innovative  financial  m^echanism  that 
will  directly  link  the  capital  markets  of  Ecuador  with 
microenterprise  which,  if  successful,  may  provide  an  alternate 
model  as  powerful  as  BancoSol. 

(3)  The  establishment  of  an  equity  and  quasi-equity  fund  to  sup- 
port the  creation  of  future  "BancoSol's,"  a  fundamental  break- 
through that  was  almost  stillborn  for  lack  of  investment  capital. 

These  are  the  kinds  of  efforts  required  to  lead  the  second  stage 
of  microenterprise  development.  They  are  notable  examples  of  how 
the  public  sector,  civil  society  and  the  markets  and  institutions  of 
the  private  sector  can  interact,  each  contributing  what  the  other 
cannot  provide  to  attain  goals  that  are  valuable  to  society  as  a 
whole  and  that  improve  the  lives  of  the  poorest. 

At  a  time  in  which  this  is  finally  coming  about,  the  wholesale 
cuts  in  foreign  assistance  that  would  dismember  these  types  of  ini- 
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tiatives  represent  plowing  the  fields  under  just  at  the  time  when 
the  crop  of  two  decades  of  work  is  about  to  be  harvested. 

That  is  why,  at  a  time  in  which  we  fully  understand  and  endorse 
the  urgency  of  fiscal  prudence  and  deficit  control,  we  urge  you  to 
consider  earmarking  the  funding  for  microenterprise  at  the  budg- 
eted level  of  $140  million  for  fiscal  year  1996  and  to  maintain  its 
central  mechanism. 

In  many  ways,  microenterprise  represents  the  triumph  of  prag- 
matical reality  over  ideology.  It  is  a  lifeline  to  the  poorest  of  the 
economically  active  but  instead  of  charity  it  is  an  investment  in 
people's  self-reliance.  It  sets  government's  role  at  the  beginning  of 
the  innovation  cycle,  when  it  can  aid  private  nonprofit  organiza- 
tions to  spearhead  initiatives  long  before  they  are  commercially  ra- 
tional, not  to  replace  the  private  sector  but  precisely  to  speed  its 
involvement.  Success  in  such  an  endeavor  means  the  harnessing  of 
the  power  to  change  continents.  This  is  why  I  believe  in 
microenterprise  and  perhaps  why  microenterprise  has  merited  the 
bipartisan  support  you  have  given  it  in  this  Committee. 

Mr.  Chairman,  you  personally  understood  the  potential  of 
microenterprise  in  the  days  when  few  people  were  aware  of  the 
concept.  Your  commitment  enabled  many  of  your  colleagues  to  com- 
prehend its  impact.  Decreasing  the  funding  of  microenterprise  will 
undo  the  work  that  you  and  your  Committee  have  supported  over 
the  past  decade.  Microenterprise  is  on  the  brink  of  becoming  for  the 
poor  what  the  green  revolution  was  for  agriculture.  Your  decision, 
Mr.  Chairman,  and  that  of  your  distinguished  colleagues  will  allow 
this  to  happen  or  will  forfeit  an  opportunity  of  historic  proportions. 
Thank  you. 

[The  prepared  statement  of  Dr.  Chu  appears  in  the  appendix.] 

Chairman  GiLMAN.  Thank  you,  Mr.  Chu.  And  we  welcome  your 
comments  with  regard  to  the  success  of  Accion  International.  In 
your  testimony  you  noted  that  Accion  International  lending  had 
grown  from  $22  million  in  1989  to  over  $288  million  last  year,  70 
percent  annual  growth  rate.  How  do  you  explain  that  phenomenal 
growth  rate? 

Mr.  Chu.  I  think  that  the  basic  underlying  factor  that  has  al- 
lowed that  growth  to  take  place,  Mr.  Chairman,  is  that  the  pro- 
grams of  microenterprise  have  become  economically  viable.  And 
therefore,  the  connection  with  the  financial  markets  has  been 
made.  First,  through  the  local  banking  sector  in  which 
microenterprise  programs  borrow  as  corporate  customers  and  then 
on-lend  to  their  clients.  And  now,  with  institutions  like  BancoSol 
becoming  direct  financial  intermediaries  to  harness  the  power  of 
the  capital  markets  to  serve  a  program  that  seeks  the  alleviation 
of  the  conditions  of  the  poorest. 

Chairman  Oilman.  Mr.  Chu,  I  am  interested  that  you  brought 
one  of  your  most  successful  banks,  Bolivia's  BancoSol,  to  the  New 
York  markets  to  place  certificates  of  deposit.  What  is  the  impor- 
tance of  BancoSol's  involvement  in  your  program? 

Mr.  Chu.  I  think  BancoSol  in  so  many  ways  has  been  the  van- 
guard of  a  process  that  is  actually  happening  throughout  Latin 
America.  I  mentioned  in  my  testimony  two  other  examples  of  insti- 
tutions in  the  network  that  are  becoming  formal  regulated  institu- 
tions, but  there  are  some  others  that  we  are  working  on  right  now. 
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Within  6  months  I  beUeve,  Mr.  Chairman,  that  there  will  be  an  en- 
tity in  Peru  which  fits  this  category.  And  we  are  working  with  pre- 
cisely AID  to  establish  another  mechanism  of  this  nature  in  Ecua- 
dor. 

Chairman  GiLMAN.  Well,  Mr.  Chu,  is  this  not  indicative  then 
that  eventually  AID  will  not  need  to  be  the  financing  vehicle  for 
microenterprise  projects  if  the  commercial  banks  are  now  beginning 
to  provide  credit? 

Mr.  Chu.  Actually,  I  think,  Mr.  Chairman,  that  it  means  AID's 
pivotal  role  as  a  pioneer,  assisting  pioneering  work,  will  change.  In- 
stead of  the  work  in  the  past  which  was,  for  example,  helping  in 
the  founding  of  an  institution  like  PRODEM  which  is,  of  course, 
the  precursor  of  BancoSol,  AID's  work  with  entities  like  Accion  will 
gravitate  toward  a  totally  different  stage  which  is  helping  us  de- 
velop linkages  that  will  make  possible  things  like  the  meeting  of 
capital  markets  and  microenterprise.  BancoSol,  for  example,  is 
headed  toward  many  difficult  decisions  as  it  tries  to  preserve  its  in- 
dices, very  admirable  indices,  of  economic  viability  under  great 
growth.  We  are  helping  it  do  things  like  sophisticated  financial 
analysis  in  order  to  make  sure  that  its  decisionmaking  is  sound. 
Those  are  the  kind  of  efforts  that  AID  can  help  us  with  and  there- 
fore the  nature  of  AIDs  work  has  gone  onto  a  different  plane.  But 
we  do  need  its  aid  for  that  kind  of  work  in  order  to  be  as  successful 
in  the  second  stage  as  we  were  in  the  first. 

Chairman  Oilman.  Mr.  Chu,  what  more  can  be  done  to  bring  the 
mainstream  commercial  banking  sectors  into  the  microenterprise 
work? 

Mr.  Chu.  Mr.  Chairman,  it  may  never  happen  again  in  history, 
but  last  year  when  the  Superintendent  of  Banks  in  Bolivia  released 
the  results  of  BancoSol,  the  bank  led  the  entire  Bolivian  banking 
system  in  return  on  assets.  And  there  can  be  no  better  example 
that  it  makes  not  only  moral  and  ethical  sense,  but  also  economic 
sense  for  the  formal  financial  sector  to  follow  BancoSol. 

Chairman  Oilman.  And  just  one  last  question,  Mr.  Chu.  Can  you 
give  us  some  idea  of  what  the  unserved  demand  for  microenterprise 
is  in  the  developing  world,  any  idea? 

Mr.  Chu.  Yes,  let  me  speak  with  regards  to  Latin  America  where 
we  have  experience.  I  spoke  before  of  the  disbursement  of  $288  mil- 
lion of  loans  in  1994.  We  believe  that  that  is  really  covering  about 
4  or  5  percent  of  the  relevant  segment.  So  we  are  just  touching  the 
tip  of  the  iceberg. 

Chairman  Oilman.  Thank  you,  Mr.  Chu,  for  your  remarks.  Mr. 
Goodling. 

Mr.  Goodling.  Now  I  will  ask  some  unintelligent  questions.  I 
will  ask  four  altogether  and  then  you  can  respond  to  them.  This  is 
for  my  education.  Where  and  how  do  you  get  the  money  to  loan? 
How  are  the  paybacks  from  the  loan?  Is  the  payback  money  used 
to  loan,  to  make  other  loans?  And  what  role  and  to  what  extent 
does  the  Federal  Government  play,  did  the  Federal  Government 
play  in  your  success  story? 

Mr.  Chu.  When  the  programs  get  to  a  stage  in  which  they  reach 
important  numbers,  that  is  to  say  beyond  their  startup  phase,  they 
really  need  to  reach  into  the  commercial  financial  market.  So  our 
programs  typically,  after  a  period  of  startup,  begin  going  to  the 
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banks  of  the  local  banking  system,  and  ask  for  loans  as  corporate 
clients.  And  they  have  the  peculiar  situation  of  saying  "I  work  with 
the  poorest  of  economically  active,  but  my  loan  portfolio  actually 
has  better  characteristics  than  yours  and  please  lend  me  money  so 
that  I  can  then  deploy  it  amongst  my  customers."  That  is  the  bulk 
of  the  funds  that  are  being  used  in  the  Accion  Network. 

In  addition,  of  course,  institutions  like  BancoSol  are  accessing 
the  interbank  and  capital  markets.  The  repayment  rate  guarantees 
that  the  funds  that  are  being  deployed  come  back  and  are  then  de- 
ployed again.  And  so  that  is  no  different  than  any  other  financial 
institution.  In  terms  of  the  Federal  Government,  it  has  played  a 
very  key  role  through  institutions  like  AID  and  the  InterAmerican 
Foundation  because  it  has  provided  either  seed  money  or  has  al- 
lowed entities  like  Accion  International,  a  nonprofit  institution,  to 
do  the  kind  of  research  and  development  that  is  needed,  for  exam- 
ple, creating  the  methodology  that  today  in  Latin  America  gives  us 
those  indices  entities  of  economic  viability. 

Mr.  GOODLING.  Specifically,  how  much  money  came  from  the 
Federal  Government  to  help  your  operation? 

Mr.  Chu.  Let  me  hazard  a  guess  because  I  do  not  have  an  exact 
accounting  of  all  the  sources  that  may  have  come  from  the  govern- 
ment. But  in  the  last  seven  or  eight  years,  in  terms  of  Accion  Inter- 
national itself,  Accion  has  benefited  from  a  Matching  Grant  from 
AID,  which  has  been  renewed.  Just  to  give  you  an  idea  of  the  di- 
mensions, it  is  about  $2  million  in  the  next  3,  4  years  that  has 
been  granted.  And  that  is  a  small  number  among  the  many  large 
numbers  that  we  talk  about,  but  it  has  been  fundamental  for 
Accion's  base  functioning. 

In  addition,  there  have  been  grants  to  the  programs  in  the  field, 
like,  for  example,  the  $2  million  to  $3  million  that  AID  granted  in 
the  creation  of  PRODEM,  the  nonprofit  in  Bolivia  that  is  the  origin 
of  BancoSol. 

Mr.  GOODLING.  Thank  you. 

Ms.  Meyers  [presiding].  Thank  you,  Mr.  Chu.  I  at  this  time 
would  like  to  introduce  Dr.  John  Hatch,  a  founder  of  FINCA  Inter- 
national. Dr.  Hatch  brings  over  31  years  experience  in  the  manage- 
ment of  poverty  elimination  programs  in  Latin  America  and  the 
Caribbean  and  Dr.  Hatch  holds  a  doctorate  from  the  University  of 
Wisconsin  and  we  are  glad  to  have  you  with  us. 

STATEMENT  OF  DR.  JOHN  HATCH,  FOUNDER  AND  PRESIDENT, 
THE  FOUNDATION  FOR  INTERNATIONAL  COMMUNITY  AS- 
SISTANCE 

Mr.  Hatch.  Thank  you,  very  much.  Mr.  Chairman,  members  of 
the  committee,  I  want  to  thank  you  for  the  invitation  to  testify.  I 
also  want  to  express  my  appreciation  for  the  strong  bipartisan  sup- 
port this  committee  has  provided  to  microenterprise  programs  over 
the  years.  I  particularly  want  to  thank  Chairman  Gilman,  Rep- 
resentatives Bereuter,  Gejdenson,  Rohrabacher  and  McKinney  for 
endorsing  AID's  microenterprise  initiative  last  year. 

I  am  the  president  and  founder  of  FINCA  International.  FINCA 
has  been  conducting  microenterprise  programs  for  11  years.  We 
now  have  programs  in  15  countries,  the  most  recent  in  the  United 
States.  We  are  currently  providing  self-employment  loans  to  over 
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50,000  low-income  borrowers,  most  of  them  mothers  who  are  often 
the  sole  support  for  a  family  of  3-5  children. 

FINCA,  along  with  Accion  International,  is  also  co-chair  of  the 
Microenterprise  Coalition,  which  is  composed  of  27  international 
nonprofit  organizations.  We  work  through  tens  of  thousands  of 
member-managed  credit  groups  located  in  poverty-stricken  villages 
and  neighborhoods  around  the  world.  Collectively,  we  provide  small 
loans  to  over  four  million  families  and  more  than  half  of  those  are 
Grameen  Bank  borrowers. 

With  this  testimony  I  wish  to  describe  who  we  are  helping,  how 
it  helps  them  and  why  it  is  so  vital  to  global  security  that  we  do 
so  with  strengthened  commitment. 

A  decade  ago  FINCA  International  pioneered  a  new  approach  to 
microenterprise  development  which  we  called  "village  banking".  A 
village  bank  is  a  support  group  of  between  20  and  50  low-income 
borrowers — predominately  mothers  heading  single  parent  house- 
holds. Prior  to  joining  her  village  bank,  our  tj^Dical  borrower  is 
feeding,  clothing,  housing,  and  educating  her  3-4  children  with 
self-emplo3rment  income  of  less  than  $3  a  day. 

How  does  a  village  bank  reverse  this  situation?  To  begin,  let  us 
agree  that  access  to  capital  creates  income  opportunities.  The  more 
capital  one  accumulates,  the  more  additional  capital  one  can  bor- 
row. Thus,  the  simple  reason  why  "the  rich  get  richer  and  the  poor 
get  poorer"  is  simply  because  the  rich  have  relatively  easy  access 
to  capital  and  the  poor  do  not.  Indeed,  since  commercial  banks  do 
not  lend  to  borrowers  without  collateral,  the  working  poor  are 
forced  to  borrow  from  informal  sources — "loan  sharks" — at  interest 
rates  far  in  excess  of  commercial  lending  rates. 

Group  lending  institutions  such  as  FINCA's  "village  banks"  and 
Accion's  "solidarity  groups"  and  Grameen  Bank  centers  are  de- 
signed to  allow  the  poor  to  participate  in  the  free  market  system. 
Lacking  physical  collateral,  the  poor  agree  to  provide  "moral  collat- 
eral" by  pledging  repayment  responsibility  for  each  other's  individ- 
ual loans.  The  loan  itself  allows  a  borrower  to  start  or  expand  a 
tiny  business.  Examples  include  the  selling  of  tortillas,  bread, 
candy,  vegetables,  basic  grains,  fruit,  beverages,  chickens,  fish, 
cooked  foods,  new  and  used  clothing,  arts  and  crafts,  plastic  bags, 
newspapers,  lottery  tickets,  cosmetics,  and  dozens  and  dozens  of 
other  businesses  that  occupy  small  local  market  niches. 

In  addition  to  providing  a  low  cost  working  capital  loan,  a  village 
bank  also  provides  (1)  a  safe  and  profitable  place  for  borrowers  to 
accumulate  savings,  and  (2)  a  mutual  support  group.  This  is  a 
linked  credit-savings  system.  The  more  one  saves  the  more  one  can 
borrow.  Reinforced  by  moral  collateral,  increased  savings  pushes 
credit  access  higher  and  higher. 

With  an  initial  self-emplojrment  loan  ranging  from  say  $50  to 
$85,  a  village  banker  is  typically  able  to  start  or  expand  a  profit- 
able activity  that  will  enable  her  to  generate  roughly  $2-5  of  extra 
income  per  day.  This  seemingly  minuscule  amount  will  not  only 
double  her  income;  it  often  virtually  doubles  her  capacity  to  pur- 
chase food  for  her  family.  With  more  food,  her  children  may  now 
get  three  solid  meals  per  day  instead  of  one  or  two.  Consequently, 
chronic  malnutrition  is  shrinking.  With  better  nutrition,  family 
health  will   improve.   This  is  without  other  health,   independent 
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health  service  interventions.  And  once  family  nutrition  is  sta- 
bilized, further  increases  in  self-employment  income  will  be  in- 
vested in  nonfood  items  such  as  home  improvements  and  edu- 
cation. 

But  if  you  ask  village  bankers  themselves,  many  will  tell  you 
that  their  greatest  benefit  from  the  bank  is  learning  how  to  save. 
In  Guatemala,  where  I  am  currently  working,  FINCA's  village 
bankers  are  managing  to  save  57  cents  for  every  dollar  they  bor- 
row. After  three  years  of  participation  in  the  program,  most  bor- 
rowers have  accumulated  savings  of  at  least  $150. 

All  this  is  possible  without  hand-outs  and  charity.  All  that  is 
needed  is  access  to  credit.  A  loan  constitutes  one  of  the  purest 
forms  of  self-help  because  the  loan  obligation,  as  well  as  the  sav- 
ings it  has  made  possible  and  the  profits  it  generates,  are  entirely 
the  product  of  the  borrower's  own  productivity.  And  unlike  hand- 
outs and  grants,  which  once  spent  are  gone  forever,  credit  funds 
can  be  endlessly  recycled  once  the  loan  obligation  is  repaid. 

Furthermore,  the  self-employed  poor  around  the  world  are  ex- 
tremely responsible  with  credit.  Most  microenterprise  programs 
post  loan  repayment  rates  that  exceed  95  percent. 

These  considerations  build  a  very  strong  case  for  microprograms 
as  arguably  among  the  most  effective,  least  expensive,  fastest  grow- 
ing, and  safest  uses  of  foreign  assistance  ever  established. 

Last  year  a  bipartisan  group  of  members,  some  of  whom  sit  on 
this  committee,  worked  with  the  Microenterprise  Coalition  and  AID 
administrator  Atwood  to  create  the  Microenterprise  Initiative. 

This  initiative  completely  reformed  AID's  old  microenterprise 
program.  The  Agency  now  focuses  a  larger  portion  of  its  portfolio 
on  women.  It  also  provides  half  of  all  its  loan  capital  for  loans 
under  $300.  AID  is  also  working  with  implementing  agencies  like 
FINCA  and  Accion  so  that  we  can  achieve  self-sustainability  for 
our  programs  and  steadily  improve  the  financial  prudence  of  our 
operations.  FINCA  and  other  members  of  the  Microenterprise  Coa- 
lition have  been  able  to  greatly  strengthen  their  program  oper- 
ations thanks  to  this  very  timely  assistance  from  AID.  We  have 
created  a  true  public-private  sector  partnership. 

The  Microenterprise  Coalition  began  this  year  seeking  $140  mil- 
lion for  the  Microenterprise  Initiative.  Of  that  amount,  we  re- 
quested $39  million  for  AID's  Central  Funding  Mechanism — the 
mechanism  which  directly  funds  PVO's  and  NGO's.  In  addition,  we 
sought  $2  million  for  the  M-SED  program,  AID's  guarantee  fund 
for  microenterprise  programs.  If  the  budget  had  permitted,  we 
would  have  asked  for  an  additional  $35  million  because  that  is 
what  our  community  could  effectively  implement  in  the  next  fiscal 
year.  Because  our  loans  are  recycled,  and  because  they  generate  so 
much  in  borrower  savings,  this  modest  increase  would  have  had  an 
exponentially  positive  effect. 

Since  this  Committee  did  not  earmark  the  Microenterprise  Initia- 
tive of  $140  million,  and  only  the  $2  million  guarantee  program 
called  M-SED,  we  are  now  competing  against  all  other  develop- 
ment programs  for  funding.  As  passed  on  the  House  floor,  the  De- 
velopment Assistance  Account  was  cut  by  30  percent.  The  Senate 
authorization  committee  cut  our  programs  by  35-40  percent. 
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The  House  Appropriations  Committee  appears  to  be  leaning  to- 
ward a  cut  of  almost  50  percent  for  unearmarked  programs.  If 
things  do  not  dramatically  change  in  the  appropriations  process, 
and  AID  is  forced  to  cut  all  unearmarked  programs  across  the 
board  by  40  to  50  percent,  this  Congress  will  have  severely  dam- 
aged current  microenterprise  programs  and  their  implementing  in- 
stitutions. FINCA,  and  other  NGO's  like  it,  could  face  elimination. 
We  will  be  self-sustaining  over  time,  but  we  need  your  support  now 
to  bridge  our  young  institutions  to  that  place. 

Today  there  are  over  1  billion  people  trapped  in  severe  poverty 
around  the  world,  and  most  of  them  are  children.  Their  parents — 
most  particularly  their  mothers — are  fully  capable  of  creating 
greatly  improved  living  conditions  for  these  children.  These  moth- 
ers are  capable  of  creating  small  miracles  of  income  generation  and 
savings  accumulation.  Day  by  day,  they  are  capable  of  steadily  im- 
proving their  children's  nutrition,  health,  housing,  and  schooling. 
But  they  cannot  do  it  unless  they  have  access  to  capital.  Not  a 
hand  out,  but  capital  that  is  borrowed  and  fully  repaid.  They  are 
not  asking  for  charity.  They  are  just  asking  for  a  chance. 

So  we  need  your  assistance.  I  urge  you  to  do  everything  in  your 
power  to  keep  intact  and,  if  possible,  expand  funding  for 
microenterprise  programs.  Any  assistance  you  could  provide  our 
community  with  the  Appropriations  Committees  would  be  greatly 
appreciated.  Specifically,  to  continue  to  be  effective,  we  need  the 
Microenterprise  Initiative  to  be  fully  funded  at  $140  million. 

I  want  to  say  just  in  closing  parenthetically  that  poverty  is  some- 
thing which  is  not  a  problem  over  there  in  another  part  of  the 
world,  that  we  can  safely  ignore.  Because  as  we  all  know,  poverty 
migrates.  And  we  have  to  ask  ourselves  how  much  are  we  spending 
to  control  the  flow  of  the  legal  migrants  into  our  countries  who  are 
escaping  their  poverty  conditions?  How  much  are  we  spending  to 
control  civil  wars,  civil  unrest,  terrorism  and  crime  in  other  parts 
of  the  world  which  are  bread  out  of  the  desperation  of  the  poverty 
of  their  societies?  We  need  to  control  poverty  outside  our  borders 
and  not  just  within  our  borders.  Because  if  we  do  not,  then  we  will 
be  giving  our  children  and  our  grandchildren  a  birth  right  of  severe 
risk  in  their  futures  in  their  own  country. 

I  thank  you  for  the  opportunity  to  testify  and  I  am  willing  to  an- 
swer any  questions  you  have.  Thank  you,  very  much. 

[The  prepared  statement  of  Dr.  Hatch  appears  in  the  appendix.] 

Ms.  Meyers.  Thank  you,  very  much.  Dr.  Hatch.  I  have  some 
questions  and  we  have  been  joined  by  my  colleague  from  New  Jer- 
sey, Mr.  Smith,  and  from  New  York,  Mr.  Houghton.  Can  you  tell 
us  about  some  of  the  greatest  challenges  that  you  face  in  your  cur- 
rent microenterprise  work  in  Guatemala? 

Mr.  Hatch.  The  greatest  challenge  is  staff  training.  The  women 
are  ready.  With  available  credit,  the  loans  can  be  made  available 
to  them  and  they  can  safely  lend  it  out  and  recover  it  in  the  bank- 
ing system.  But  what  we  have  to  emphasize  most,  I  believe,  is  the 
training  of  our  staff  so  that  they  do  proper  management  of  the 
loans  that  are  given  out  to  village  banks,  the  recuperation  of  these 
funds  and  the  training  of  village  bankers  and  their  administrative 
committees  so  that  they  can  manage  these  funds.  Some  of  our  pro- 
moters are  ex- village  bankers  who  have  shown  great  leadership. 
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but  these  women  need  a  great  deal  of  additional  training  in  math, 
in  basic  concepts  of  finance  before  they  can  be  suitable  field  stafi" 
members  to  further  advance  the  program.  Training  to  me  is  our 
number  one  challenge  and  it  is  the  one  that  at  this  time  is  receiv- 
ing the  utmost  attention  on  my  part. 

Ms.  Meyers.  Thank  you,  Dr.  Hatch.  We  have  noted  some  prob- 
lems in  the  FINCA  El  Salvador  project.  Could  you  comment  on 
that? 

Mr.  Hatch.  Okay.  I  need  to  point  out  that  that  was  an  event 
that  occurred  in  one  of  four  field  offices  of  our  affiliate  in  El  Sal- 
vador which  is  called  the  microenterprise  support  center,  the  CAM. 
Fortunately,  it  did  not  go  beyond  one  regional  office.  This  problem 
is  currently  in  the  process  of  being  investigated  by  the  Inspector 
General  who  we  took  the  initiative  to  call  in  to  assist  us  in  dealing 
with  this  problem  and  I  think  a  great  deal  of  progress  is  being 
made,  but  the  final  report  by  the  Inspector  General  is  pending.  We 
have  not  seen  it.  We  would  be  happy  to  debrief  members  of  this 
committee  when  that  report  is  finally  received,  but  we  do  not  want 
to  prejudice  any  legal  action  currently  being  contemplated  in  the 
field  by  comments  that  might  be  stated  in  public  now. 

Ms.  Meyers.  This  will  be  my  final  question  and  then  maybe  oth- 
ers have  questions.  Are  there  sources — I  too  am  distressed  because 
I  have  been  a  supporter  of  the  microenterprise  program.  I  do  know, 
however,  that  if  we  are  going  to  arrive  at  a  balanced  budget  by 
2002  that  probably  all  programs  are  going  to  feel  it  sooner  or  later. 
And  let  me  ask  if  there  are  sources  of  private  funding  for  some  of 
your  requirements. 

Mr.  Hatch.  Absolutely.  In  the  case  of  our  Guatemalan  program, 
for  example,  it  is  being  funded  almost  exclusively  by  private  sector 
sources,  most  notably  the  Global  Partnerships  program  of  Seattle, 
Washington  and  they  have  been  a  magnificent  partner.  In  fact,  we 
looked  at  the  Guatemalan  program  as  a  flagship  program  for  devel- 
oping a  program  not  only  with  private  sector  capital,  but  with  state 
of  the  art  business  management  systems  that  can  serve  as  a  model 
which  we  can  replicate  through  all  our  affiliate  programs. 

Ms.  Meyers.  All  right.  I  will  return  the  chair  to  Chairman  Gil- 
man  and  thank  you  very  much.  Dr.  Hatch. 

Chairman  GiLMAN.  Dr.  Hatch,  I  am  sorry  I  had  been  called  to 
the  phone.  With  regard  to  some  of  the  projects  we  are  doing  in  our 
own  country,  can  you  tell  me  about  some  of  your  American 
projects? 

Mr.  Hatch.  Well,  since  I  am  based  in  Guatemala,  I  am  not  up 
to  date  on  our  domestic  programs.  I  will  spend  a  day  looking  at 
them,  starting  tomorrow.  I  am  quite  anxious  to  see  how  they  are 
doing.  I  understand  that  we  have  one,  a  village  bank  in 
Gaithersburg,  another  one  in  the  Washington,  D.C.  area  and  we 
have  two  village  banks  starting  out  in  Minnesota,  both  in  rural 
Minnesota.  That  is  my  understanding.  I  have  heard  nothing  but 
that  they  are  getting  off  to  a  great  start.  The  borrowers  are  ex- 
traordinarily grateful  for  this  assistance  and  we  feel  it  has  great 
potential.  And  it  is  very  small.  It  is  barely  off  the  ground.  But  it 
is  finally  a  chance  to  take  the  technology  learned  overseas  and 
bring  it  back  to  our  own  country  and  put  it  to  work.  We  are  very 
excited  about  that  opportunity. 
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Chairman  Oilman.  Are  these  small  loans  also? 

Mr.  Hatch.  Yeah,  small  loans  which  start  at  approximately  $500 
to  a  maximum  of  $6,000.00.  They  follow  the  village  banking  model 
of  no  more  than  5  or  10  borrowers.  A  slightly  larger  or  considerably 
larger  support  group  or  solidarity  group  than  say  with  the  Accion 
model. 

Chairman  Oilman.  And  done  through  a  cooperative  bank?  Are 
the  loans  made  through  a  cooperative  bank? 

Mr.  Hatch.  At  this  time,  it  is  my  understanding  that  they  are 
using  grant  capital  from  several  private  foundations,  banks  and  ro- 
tary clubs  at  the  present  time  to  kind  of  test  out  the  concepts.  I 
want  to  congratulate  Accion  for  its  tremendous  success  in  accessing 
commercial  banks. 

This  is  the  future  of  the  movement  without  doubt  and  to  get  that 
type  of  commercial  bank  credit  in  my  experience,  you  first  have  to 
demonstrate  to  the  banking  community  that  you  have  a  lending  op- 
eration that  can  cover  its  costs.  And  while  young  programs  are  still 
building  up  to  their  break  even  point,  most  commercial  banks  are 
not  too  interested  in  funding.  And  that  is  why  AID  money  has  been 
so  important  in  the  startup  phase  of  these  young  microenterprise 
programs.  From  break  even  on  is  where  I  think,  predominately,  the 
future  capital  flows  of  microenterprise  are  going  to  be  coming  from 
worldwide.  So  I  see  government's  role  as  an  up  front  role  of  helping 
launch  those  rockets  and  the  private  sector  coming  in  and  provid- 
ing the  capital  needed  to  sustain  those  programs  once  they  are  pay- 
ing their  own  way. 

Chairman  Oilman.  Thank  you,  Dr.  Hatch.  We  will  next  hear 
from — Mr.  Houghton,  did  you  have  any  question? 

Mr.  Houghton.  No,  thank  you. 

Chairman  Oilman.  We  will  next  hear  from  Dr.  Muhammad 
Yunus,  the  outstanding  founder  and  managing  director  of  the 
Orameen  Bank,  a  bank  that  has  been  a  model  for  all  of  these  pro- 
grams. The  bank  now  has,  we  understand,  over  2  million  borrow- 
ers. 94  percent  are  women.  Dr.  Yunus  holds  a  doctorate  degree 
from  Vanderbilt  University,  started  his  academic  career  in  Ameri- 
ca's heartland  at  Middle  Tennessee  State  University  and  through 
his  tireless  work  and  travels,  Dr.  Yunus  has  become  a  symbol  of 
microenterprise  success.  I  understand  that  last  night.  Dr.  Yunus, 
you  were  honored  another  way  by  being  the  only  banker  from  Ban- 
gladesh to  have  the  First  Lady  of  the  United  States  sing  to  you  a 
happy  birthday.  We  want  to  welcome  you  and  wish  you  a  happy 
birthday.  I  also  want  to  welcome  our  grassroots  volunteers  from 
Results  who  are  here  with  us  and  who  are  just  completing  their  an- 
nual conference  in  Washington  and  we  know  that  it  is  been  a  good 
conference.  Dr.  Yunus,  feel  free  to  either  read  your  statement  or 
summarize  it,  whichever  way  you  may  wish  and  we  want  to  wel- 
come you  to  our  committee. 

STATEMENT  OF  DR.  MUHAMMAD  YUNUS,  MANAGING 
DIRECTOR,  GRAMEEN  BANK 

Mr.  Yunus.  Thank  you  very  much.  Chairman  Oilman.  It  is  a 
great  honor  for  me  to  be  invited  here  to  testify  before  your  commit- 
tee. I  will  just  make  brief  remarks  and  if  you  would  like  to  ask  any 
questions,  I  would  be  very  happy  to  respond. 
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You  have  introduced  me  as  an  academician.  That  is  what  I  was, 
trying  to  take  my  knowledge  back  home  to  Bangladesh  and  train 
my  students  in  the  same  way  that  I  had  learned.  But  as  I  was 
doing  this,  I  saw  the  difference  between  what  we  talk  about  in  eco- 
nomic theories  in  the  classroom  and  what  happens  in  the  villages. 

When  the  village  next  door  to  the  university  campus  was  facing 
a  famine  situation,  with  people  dying,  I  saw  the  gap  between  what 
is  taught  in  the  classroom  and  what  happens  in  the  real  world.  So 
I  tried  to  learn  economics  from  the  people.  Along  the  way,  I  learned 
how  difficult  it  is  for  poor  people  to  make  a  living,  how  they  suf- 
fered over  tiny  amounts  of  money  just  because  they  do  not  have  ac- 
cess to  money  as  little  as  a  dollar  and  less  than  a  dollar.  They  are 
humiliated  and  they  cannot  resolve  their  daily  problems  of  living. 

My  first  response  was  to  lend  money  from  my  own  pocket  to  see 
if  I  could  resolve  that  problem.  Then  I  approached  a  bank  located 
in  the  campus  to  see  if  they  would  lend  money  to  the  people  in  the 
village.  They  told  me  that  banks  cannot  lend  money  without  collat- 
eral and  the  poor  are  not  credit  worthy.  So  there  was  no  way  they 
can  go  and  lend  money  to  the  poor.  I  urged  them  to  give  it  a  try. 
They  could  not  give  it  a  try  because  rules  are  rules.  They  cannot 
get  out  of  the  rules. 

So  I  negotiated  with  higher  officials  in  the  bank  and  finally  of- 
fered myself  as  a  guarantor  to  take  the  money  from  the  bank  and 
give  it  to  the  people.  This  was  in  1976.  And  I  was  pleasantly  sur- 
prised that  people  were  paying  back  every  penny,  despite  the  fact 
the  bank  was  telling  me  that  poor  people  never  pay  back  their 
loans. 

So  I  was  challenged  to  demonstrate  this  over  a  larger  number  of 
villages.  I  continued  to  do  that,  adding  more  and  more  villages  into 
this  program,  and  they  were  paying  back  every  penny,  but  the 
bank  was  not  convinced.  So  I  was  challenged  to  do  it  over  a  whole 
district,  which  I  did,  and  the  result  was  excellent.  I  was  challenged 
to  do  it  over  five  districts,  which  I  did,  and  the  results  were  as  good 
as  any  time  before.  But  still  I  could  not  get  the  support  from  the 
bank.  So  I  thought  this  was  the  time  to  set  up  a  separate  bank  for 
the  poor  people. 

It  took  me  another  2  years  to  convince  the  government  to  give 
me  the  permission  to  set  up  the  bank.  So  we  became  a  formal  bank 
in  1983  and  since  then  we  have  been  expanding  our  business, 
reaching  out  to  more  poor  women  in  Bangladesh  with  credit.  Today 
we  work  in  35,000  villages  in  Bangladesh,  a  country  that  has  a 
total  of  68,000  villages.  And  we  make  loans  to  two  million  borrow- 
ers right  now  and  each  month,  on  average,  an  additional  10,000 
new  borrowers  join  the  Grameen  Bank  and  the  repayment  of  their 
loans  remain  over  98  percent  despite  the  fact,  Mr.  Chairman,  you 
know  Bangladesh  is  known  as  a  country  of  disasters.  We  have  fre- 
quent floods  and  cyclones;  recently,  we  just  ended  a  long  spell  of 
drought.  But  despite  adversity,  the  poor  work  hard  and  make  sure 
they  earn  enough  to  support  themselves  and  pay  back  the  bank. 

Last  year,  the  total  loans  Grameen  extended  to  its  borrowers  ex- 
ceeded 400  million  dollars'  worth  of  Bangladesh  currency.  The 
bank,  which  started  out  in  one  village  giving  tiny  loans  of  less  than 
a  dollar,  came  up  to  $400  million  a  year  and  2  million  borrowers; 
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this  amount  exceeded  the  combined  total  of  all  the  banks  in  Ban- 
gladesh put  together  extending  rural  loans  in  Bangladesh. 

Just  this  year,  the  total  amount  of  money  loaned  will  exceed  half 
a  billion  dollars.  We  only  completed  our  first  comulative  billion  dol- 
lars in  loans  last  year  in  April.  It  took  us  17  years  to  loan  our  first 
billion  dollars.  We  are  very  excited.  We  were  very  excited  when  we 
completed  our  first  100,000  taka,  which  is  a  very  small  amount, 
and  excited  when  we  first  reached  a  million  taka.  Today  we  are  at 
a  stage  when  we  have  given  $1  billion  in  loans  over  a  period  of  17 
years,  and  we  will  lend  another  billion  dollars  in  the  next  2  years. 
Soon,  we  will  be  lending  a  billion  dollars  every  year. 

And  with  all  our  experience,  the  question  that  comes  up  is  if  the 
poor  can  take  money  and  pay  it  back  and  pay  full  interest  on  the 
loans,  why  should  the  banking  institutions  stay  away  from  this  and 
deny  the  right  to  credit  to  the  poor?  We  have  been  raising  the  issue 
that  credit  should  be  taken  as  a  basic  human  right.  Because  all  the 
human  rights  that  we  are  talking  about — right  to  food,  right  to 
shelter,  right  to  education,  right  to  health — all  this  only  can  be- 
come possible,  can  be  realized  in  life  only  if  a  person  has  access  to 
income,  and  with  credit,  income  becomes  possible.  Creation  of  em- 
ployment and  instantaneous  self-emplojonent  are  possible. 

In  many  of  our  countries  where  employment,  wage  emplojnnent, 
is  very  hard  to  come  by,  this  is  one  way  to  allow  the  creativity  of 
an  individual  human  being  to  come  into  action  and  create  income 
for  himself  or  herself  and  be  a  contributing  member  of  society. 

With  this  idea,  what  we  have  in  Bangladesh,  people  are  trying 
to  adopt  this  in  their  own  context  in  many  other  countries.  So  far, 
40  plus  countries  around  the  world  have  started  Grameen-type 
microcredit  programs.  And  still  the  number  reached  in  total  is  in- 
significant compared  to  the  total  need  that  we  have  around  the 
world.  If  you  are  talking  about  1  billion  people  who  are  suffering 
the  misery  of  poverty  around  the  world,  we  should  be  looking  at 
our  institutions  and  our  policies  and  how  to  make  credit  accessible 
to  the  poor,  particularly  poor  women,  because  in  Bangladesh,  we 
have  seen  again  and  again  how  a  woman  given  the  opportunity  to 
improve  her  life  for  herself  and  her  family  can  struggle  hard  to 
make  it  happen! 

So,  we  are  now  at  this  stage  where  we  are  trying  to  organize  our- 
selves. Several  of  our  organizations,  three  of  which  are  present  in 
your  committee  right  now,  are  organizing  a  microcredit  summit,  a 
people  summit,  where  we  will  bring  decisionmakers  from  all  as- 
pects of  life,  from  financial  institutions,  from  government,  from 
service  clubs,  from  media,  from  all  walks  of  life,  to  get  together  to 
see  what  we  can  do,  what  needs  to  be  done,  if  the  poor  can  come 
out  of  poverty  through  business.  This  is  not  charity.  It  is  not  a 
hand  out.  Then  what  is  stopping  us  from  getting  there?  We  are 
hoping  that  we  can  come  up  with  a  concrete  action  plan  to  reach 
100  million  of  the  poorest  people,  poorest  families  on  this  planet, 
to  reach  women  with  credit  by  the  year  2005.  That  microcredit 
summit  will  be  taking  place  in  Washington,  D.C.  some  time  next 
year. 

So  we  need  the  support  of  all  legislators,  decisionmakers  officials, 
and  financing  people  to  come  around  and  find  a  way  to  reach  out 
to  the  people  who  I  consider  to  be  unreachable  all  this  time  and 
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all  the  demonstrations  that  you  have  right  now  in  front  of  your 
committee  show  that  they  are  not  only  reachable,  they  can  create 
miracles  for  themselves  and  humanity  as  a  whole.  Thank  you  very 
much,  Mr.  Chairman,  for  your  support,  and  thank  you,  distin- 
guished members  of  the  committee. 

[The  prepared  statement  of  Dr.  Yunus  appears  in  the  appendix.] 

Chairman  GiLMAN.  Well,  we  want  to  thank  you.  Dr.  Yunus,  not 
only  for  being  here,  but  for  your  comments  and  for  your  leadership 
throughout  the  world  in  making  microcredit  an  important  institu- 
tion. Have  you  had  any  problems  with  regard  to  the  banking  com- 
munity in  Bangladesh  as  you  tried  to  expand  your  village  banks? 
Have  they  presented  any  obstacles  in  your  path? 

Mr.  Yunus.  Not  deliberately  standing  in  the  way.  It  is  more  a 
problem  of  being  nonbelievers,  not  believing  that  this  can  be  done 
through  banking.  They  are  always  hoping  that  doomsday  will  come 
and  we  will  disappear.  Somehow  they  will  go  back  to  their  old  con- 
cepts and  ideas. 

Chairman  GiLMAN.  Well,  we  commend  you  on  disproving  that 
axiom. 

Mr.  Yunus.  That  is  right. 

Chairman  GiLMAN.  Dr.  Yunus,  I  read  media  reports  in  the  recent 
past  concerning  a  tax  upon  Grameen  Bank  by  Muslim  fundamen- 
talists. Can  you  explain  to  us  why  you  would  be  the  target  of  such 
a  tax? 

Mr.  Yunus.  The  immediate  reason  is  that  we  lend  money  to 
women.  And,  according  to  their  interpretation,  that  is  corrupting 
their  religion  by  bringing  women  into  business  and  into  the  outside 
world.  Their  interpretation  of  Islam  is  to  keep  women  at  home.  So 
this  is  a  direct  challenge  to  that;  the  idea  of  women  having  money, 
getting  involved  in  business,  bringing  themselves  outside  of  the  ter- 
ritory that  they  are  supposed  to  be  limited  to,  is  falling  apart. 

Although  this  is  actually  given  as  a  sort  of  religious  interpreta- 
tion, it  is  basically  a  male  ego  or  male  position  in  society  which  is 
being  challenged.  And  they  are  simply  trying  to  express  this  in  reli- 
gious terms.  But  these  fundamentalist  Muslims,  as  you  have  read 
in  the  newspaper,  are  a  very  small  minority. 

Bangladesh  is  a  very  open  society  in  terms  of  religion  and  a  very 
liberal  society  in  terms  of  interpretation  of  religion.  But  the  press 
coverage  that  we  get  is  on  that  small  minority  rather  than  on  the 
general  feelings  of  tolerance  in  the  country. 

We  go  through  all  these  villages.  If  they  were  so  strong,  we 
would  not  be  here  delivering  our  million,  billion  dollar  loans  and 
reaching  out  to  two  million  people,  94  percent  of  whom  are  women. 
This  is  simply  the  fact,  that  people  believe  in  it  and  people  carry 
on  and  there  is  a  tremendous  amount  of  support  all  around  from 
the  people  in  general. 

Chairman  GiLMAN.  I  hope  that  you  are  going  to  find  a  way  to 
overcome  some  of  those  objections  in  the  future. 

Mr.  Yunus.  Time  will  make  it  happen,  because  in  a  stagnant  so- 
ciety, people  get  into  all  kinds  of  odd  thinking.  But  when  djma- 
mism  in  society  is  created,  all  this  just  washes  away  along  the  way. 

Chairman  GiLMAN.  Dr.  Yunus,  the  World  Bank  is  proposing  a 
$100  million  microenterprise  facility.  How  do  you  feel  about  that 
proposal  and  are  they  moving  in  the  right  direction? 
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Mr.  YUNUS.  We  were  trying  to  convince  the  World  Bank  that 
they  should  be  getting  involved  directly  with  the  poor  and  in 
changing  their  lives,  reaching  out  to  them  with  credit.  Because  in 
the  past,  and  even  today,  currently  their  policy  is  to  lend  money 
for  infrastructure  projects,  building  highways,  building  dams, 
building  hydropower  plants  and  so  on.  And  our  experiences  in  Ban- 
gladesh and  many  other  countries  show  that  these  really  do  not 
bring  benefits  to  the  poor  people. 

So  with  all  this  persuasion,  the  World  Bank  finally  agreed  to  cre- 
ate a  consultative  group  for  the  creation  of  a  microfinance  fund.  In 
the  beginning,  I  was  opposed  to  that,  saying  that  probably  the 
World  Bank  is  doing  this  to  avoid  criticism  directed  at  itself  for  this 
kind  of  token  action.  But  looking  at  the  way  they  have  been  doing 
it,  and  the  opposition  they  have  faced  in  even  creating  the  consult- 
ative group,  now  I  realize  probably  this  is  one  step  closer  in  the 
right  direction. 

So  I  welcome  that.  It  is  a  small  action  of  creating  a  $100  million 
fund  for  microfinance,  but  it  is  a  very  significant  action  in  what  is 
the  right  direction.  I  hope  it  moves  in  the  right  direction.  I  hope 
it  does  not  appear  as  a  kind  of  demonstration  or  public  relations 
ploy.  I  hope  it  becomes  a  real  move  and  plan  to  help  all  the 
microcredit  programs  around  the  world  so  that  100  million  families 
can  be  reached  by  the  year  2005. 

Chairman  GiLMAN.  Are  you  part  of  the  consultative  group? 

Mr.  YuNUS.  Not  formally  yet,  but  I  was  told  that  I  will  be  invited 
to  join  them  in  an  advisory  capacity. 

Chairman  Oilman.  That  has  good  news.  Just  one  last  question. 
How  has  the  Grameen  Bank's  work,  impacted  upon  the  economy  of 
Bangladesh?  Has  there  been  a  demonstrated  improvement? 

Mr.  YuNUS.  Lots  of  research  has  been  done  on  Grameen.  The  lat- 
est one  just  completed  is  a  3V2-year  research  done  by  the  World 
Bank  over  a  large  area  of  Grameen  Bank.  All  of  the  research  shows 
very  positive  results  achieved  by  the  operation  of  the  Grameen 
Bank  credit  program.  Personally,  family-wise,  people  have  moved 
from  lower  levels  of  income  to  higher  levels  of  income — a  steady 
growth  of  real  income  in  all  the  families  that  Grameen  is  support- 
ing. And  nutrition-wise,  the  nutrition  level  within  Grameen  fami- 
lies, researchers  tell  us,  is  much  higher  than  the  nutrition  level  in 
non-Grameen  families.  Adoption  of  family  planning  practices  with- 
in the  Grameen  families  is  twice  as  high  as  the  national  adoption 
rate  and  the  family  size  within  Grameen  is  smaller  than  the  family 
size  outside  of  Grameen.  So  if  you  go  down  the  line,  you  see  in 
every  single  respect  the  very  positive  impact  on  the  national  econ- 
omy. We  are  building  up  purchasing  capacity  in  millions  of  families 
that  they  just  mentioned  who  can  now  come  into  the  market  and 
demand  things  which  are  produced  in  the  country.  So  the  indus- 
tries who  are  producing  things,  now  find  a  bigger  market  for  their 
produce  than  they  did  in  the  past.  It  is  building  up  the  base  of  the 
economy.  In  many  of  our  societies,  we  concentrate  on  the  top  of  the 
society.  As  a  result,  by  ignoring  the  bottom  part  of  the  society  it 
becomes  a  very  weak  economy  on  the  whole.  So  this  is  helping  to 
build  up  the  economy. 

Chairman  GiLMAN.  Thank  you.  Dr.  Yunus.  My  time  has  runout. 
Mr.  Houghton. 
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Mr.  YUNUS.  Thank  you. 

Mr.  Houghton.  Thank  you,  Mr.  Chairman.  I  am  delighted  to  be 
here.  I  am  sorry  I  have  been  rather  peripatetic,  in  and  out  of  here, 
and  have  not  really  heard  all  the  testimony.  But  from  a  personal 
standpoint,  I  think  you  are  really  doing  the  work  of  the  Lord.  I 
think  it  is  extraordinary.  The  breakthrough  in  the  concept  of  lend- 
ing money  rather  than  somebody  who  has  earning  power  and  net 
worth,  and  using  their  own  selves  and  their  families  and  partially 
their  savings  as  an  asset  is  really  extraordinary.  I  think  the  issue 
that  interests  me  most  is  the  ability  to  self-employ.  We  have  it  in 
this  country.  I  have  seen  it  in  Zimbabwe.  I  have  seen  it  in  South 
Africa,  wherever  I  go.  Somebody  is  waiting  to  have  another  person 
create  a  job.  So  the  question  really  is  how  effective,  and  maybe  I 
have  missed  something  and  I  hate  to  have  you  be  redundant  here, 
but  how  effective  is  this  really  in  producing  an  employment  sce- 
nario where  people  just  do  not  have  to  wait  around  and  sit  in  lines 
for  hours  and  hours  waiting  to  have  somebody  give  them  a  job. 
They  can  create  their  own  job. 

One  other  comment.  I  come  from  a  little  town  in  upstate  New 
York.  The  best  credit  risks  of  all  are  the  blue  collar  workers,  not 
the  vice  presidents,  not  the  middle  managers.  They  always  pay 
back.  And  it  has  been  true  in  economic  depressions,  in  natural  dis- 
asters like  floods  or  whatever  have  you.  So  from  a  financial  stand- 
point, it  is  extraordinary  and  it  is  really  a  good  risk.  But  the  ques- 
tion really  for  me  is  how  do  you  expand  this?  Where  do  you  get  the 
money  and  is  it  effective  in  terms  of  self-emplo5anent?  Because  if 
it  is,  then  I  think  really  a  whole  new  approach  ought  to  be  looked 
at  here  in  this  government  of  this  country. 

Mr.  YUNUS.  Thank  you  very  much.  It  is  a  shame  that  a  human 
being  has  to  wait  around  to  be  hired  by  somebody.  I  think  that  was 
a  wrong  thing  we  got  into  our  system,  because  human  history  did 
not  begin  that  way.  Human  history  began  with  hunting  and  gath- 
ering, taking  initiative  to  solve  individuals'  problems.  But  along  the 
way  we  lost  that  trait  when  we  became  people  waiting  around  to 
be  hired  by  somebody  and  we  lost  a  tremendous  thing. 

People  can  create  their  own  jobs  and  by  creating  their  own  jobs 
they  are  using  their  own  areas  of  interest,  own  talents,  things  they 
do  best.  That  becomes  the  livelihood  for  them.  But  they  got  stuck 
for  two  reasons.  One,  they  have  been  told  otherwise — that  you  wait 
in  line;  you  register  yourself  in  some  unemployment  agency  or 
something.  So  they  do  not  know  that  they  come  the  other  way. 

Second,  even  if  they  are  familiar  they  can  go  into  self-employ- 
ment. The  financial  resource  that  is  needed,  even  if  it  is  a  small 
amount,  is  not  available  to  them  because  banks  refuse  to  give  loans 
to  those  kinds  of  people.  Because  you  do  not  have  a  job,  you  do  not 
have  a  loan,  because  banks  will  ask  what  kind  of  job  you  have  be- 
fore they  want  to  talk  about  the  loan  for  you. 

So  if  we  can  create  credit  for  a  person,  that  becomes  an  imme- 
diate creation  of  self-employment  and  within  all  human  beings  is 
the  capacity  to  create  that  emplo3rment.  You  may  say  that  for  the 
time  being  it  is  not  visible.  It  is  not  visible  because  we  do  not  have 
the  system  in  action.  So  we  need  to  have  the  system  in  action  and 
immediately  notice  it. 
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To  use  the  case  of  Bangladesh,  these  women  who  borrow  from 
the  Grameen  Bank,  not  only  did  they  not  have  any  business  experi- 
ence in  their  lives,  but  when  we  go  and  approach  them  to  lend 
money  if  they  need  it,  they  say,  "No,  no,  no.  We  do  not  need  money. 
What  am  I  going  to  do  with  money?  I  have  no  idea  what  to  do  with 
money  and  I  have  never  touched  money  in  my  life."  If  those  two 
million  borrowers  can  turn  into  self-employed  business  people,  any- 
body in  the  world  can  become  self-employed  business  people  and 
they  have  demonstrated  again  and  again  and  keep  on  doing  that. 

Mr.  Houghton.  Doctor,  could  I  ask  you  a  question,  interrupt 
here  a  minute.  I  hate  to  be  rude.  Can  I  just  ask  one  more  question? 
In  absence  of  the  negative,  I  will  do  it.  Where  does  the  money  come 
from  to  start  the  process?  Because  it  varies  in  different  parts  of  the 
world. 

Mr.  YUNUS.  In  my  case  it  was  very  simple.  As  I  said,  first  the 
small  amount  of  money  that  was  needed,  I  gave  from  my  pocket. 
And  then  I  became  a  guarantor  with  a  bank.  So  the  bank  was  lend- 
ing money  and  I  was  collecting  money  back  for  them.  And  along 
the  way,  after  six  years  of  our  operation  in  this  manner,  first  we 
got  external  money,  an  external  loan  from  IFAD  came  to  us,  $3.4 
million.  We  did  not  ask  for  it.  They  just  volunteered  to  give  us  the 
money  because  they  thought  it  was  an  excellent  thing  that  we  were 
doing. 

Mr.  Houghton.  And  this  is  from  what? 

Mr.  YuNUS.  IFAD,  International  Fund  for  Agricultural  Develop- 
ment. 

Mr.  Houghton.  Oh,  I  see. 

Mr.  YuNUS.  U.N.  agency.  And  then  along  the  way,  we  had  bor- 
rowed, and  we  got  a  grant  and  loan  of  a  total  of  $150  million  from 
different  bilateral  sources,  multilateral  sources.  And  out  of  that, 
$100  million  was  for  a  loan  fund  and  using  that  money,  we  have 
given,  as  I  was  mentioning,  a  billion  dollars  in  loans  by  recycling 
this  money.  The  one  interesting  thing  about  this  kind  of  program 
is  you  have  the  cake  and  eat  it  too.  It  goes  on  and  on.  It  never 
ends.  We  give  $1.5  million  worth  of  loans  each  day.  An  almost  simi- 
lar amount  comes  back  each  day  in  repayment.  So  you  are  basically 
recycling  your  money.  Now  we  are  raising  funds  locally  by  issuing 
bonds  in  the  market.  So  when  you  need  money  and  you  are  estab- 
lishing, or  have  already  established,  your  credibility,  you  can  exit 
the  capital  market.  But  in  the  initial  period,  apart  from  other  situ- 
ations where  you  want  to  get  it  started,  in  the  initial  period  you 
need  a  midwife  to  make  the  creation  possible.  And  there  you  need 
support.  You  need  grant  money  to  get  this  thing  off  the  ground. 
And  you  need  a  little  bit  of  nursing. 

Mr.  Houghton.  Right. 

Mr.  YuNUS.  Easy  loan.  And  then  you  mature  and  you  are  in  the 
real  world,  making  real  loans  in  a  large  amount  and  when  you  be- 
come a  real  bank,  you  can  expand  your  operation  as  big  as  you  go. 
But  initial 

Mr.  Houghton.  Then  you  do  not  become  what  the  normal  bank 
is. 

Mr.  YuNUS.  No. 
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Mr.  Houghton.  You  continue  that.  Can  I  ask  another  question? 
Do  you  two  gentlemen,  you  sort  of  reflect  the  same  philosophy.  I 
am  sorry  I  was  not  here  earlier.  Is  that  right? 

Mr.  YUNUS.  Yes,  we  do. 

Mr.  Houghton.  I  see.  I  am  sorry,  Mr.  Chairman. 

Chairman  GiLMAN.  Do  not  be  sorry.  We  thank  you  for  being  here. 
And  I  want  to  thank  our  panelists.  Dr.  Hatch,  Mr.  Chu,  particu- 
larly Dr.  Yunus  for  his  leadership.  We  hope  you  will  be  able  to  con- 
tinue that  kind  of  leadership  throughout  the  world.  It  is  such  an 
important  program  and  we  want  to  ensure  you  of  our  considered 
concern.  To  our  panelists,  we  thank  you  for  your  time  today.  This 
committee  is  adjourned. 

[Whereupon,  at  12:07  p.m.,  the  committee  was  adjourned.] 
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International  Relations  Committee 

U.S.  House  of  Representatives 

Hearing  on  the  Value  of 

Microenterprise  Development 

June  27,  1995 

Today's  hearing  will  be  on  the  value  of  microenterprise  development.  We  will  be 
hearing  from  the  Administration,  represented  by  Dr.  Ann  VanDusen,  the  Senior  Deputy 
Assistant  Administrator  for  Global  Programs,  Field  Support  and  Research  at  the  Agency 
for  International  Development.  Welcome  Dr.  VanDusen  and  given  your  famous  relations 
on  the  committee  staff,  please  feel  that  you  are  among  family  here. 

Dr.  VanDusen  will  be  followed  by  a  panel  of  experts  on  recent  developments  in  the 
microenterprise  field.  We  will  lead  with  the  testimony  of  Mr.  Michael  Chu,  President  and 
CEO  of  Accion  International.  We  will  follow  with  Dr.  Mohammad  Yunus  of  the  Grameen 
Bank  in  Bangladesh.  We  will  finish  with  Dr.  John  Hatch,  founder  of  FINCA 
International. 

In  this  era  of  budget  cutting,  I  think  it  is  time  that  we  begin  to  pick  some  real 
winners  and  losers  in  our  foreign  aid  program.  We  made  some  deep  reductions  in  the 
development  assistance  account.  I  did  not  like  doing  it  but  the  tough  choices  needed  to  be 
made.   Some  argued  that  this 

committee  should  have  ducked  our  responsibilities  and  left  the  work  to  the  Appropriations 
Committee.  I  disagreed  because  I  think  this  committee  has  developed  the  expertise  and 
background  necessary  to  make  the  tough  choices.  I  was  pleased  to  see  the  House  agreed 
when  it  passed  our  bill  on  June  8. 

Choices  need  to  be  made  now  so  that  the  United  States  can  continue  to  support  new, 
innovate  and  effective  programs.  Other  programs  will  need  to  be  cut  back.  One  of  the 
"Winners,"  both  in  committee  and  on  the  House  floor,  was  the  Child  Survival  program. 
I  support  this  program  and  hope  to  improve  it  in  the  future.  I  plan  to  have  this  committee 
take  up  legislation  later  this  summer  to  address  some  problems  the  Appropriations 
Committee  noted  in  the  current  Foreign  Assistance  Act  with  regard  to  the  Child  Survival 
program.  I  hope  to  make  that  effort  a  bipartisan  one  in  cooperation  with  Mr.  Hamilton 
and  the  Administration. 

Another  program  that  should  be  preserved  is  the  Microententerprise  Initiative.  I 
first  began  working  on  this  issue  back  in  1986.  Joined  by  a  number  of  my  colleagues  on 
both  sides  of  the  aisle,  we  began  to  make  progress,  member-by-member,  to  articulate  a  new 
vision  for  ending  —  not  just  alleviating  ~  poverty.  The  Initiative  was  built  on  a  strong 
bipartisan  foundation.  Backed  by  myself  and  other  Members  such  as  Mr.  Hamilton,  Mr. 
Gedjenson,  Mr.  Bereuter,  Ms.  McKinney,  Ms.  Ros-Lehtinen,  Mr.  Moran  and  Mr. 
Rohrbacher,  the  Initiative  seeks  to  dramatically  expand  the  access  to  credit  by  the  world's 
poor  to  help  them  work  out  of  poverty. 

(29) 
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The  Initiative  is  a  hand  up  -  not  a  hand  out.  It  is  built  on  the  successful  models  of 
the  Grameen  Bank,  FBVCA  and  Accion  International.  Under  the  Initiative,  we  hope  to  help 
end  poverty  for  some.  We  also  hope  to  create  self-sufficient  microenterprise  banks  that  will 
eventually  end  poverty  for  all. 

With  that,  I  want  to  recognize  Mr.  Hamilton  for  any  opening  statement  he  would 
like  to  make... 

Do  any  other  Members  wish  to  make  an  opening  statement? 

With  that,  I  would  like  to  recognize  Dr.  Ann  VanDusen,  Senior  Deputy  Assistant 
Administrator  for  Global  Programs,  Field  Support  and  Research  at  the  Agency  for 
International  Development.  Ms.  VanDusen,  you  may  submit  your  prepared  statement  for 
the  record  and  summarize  your  comments  as  you  wish... 


Introduction  for  the  Second  Panel 
The  Value  of  Microenterprise  Development 

We  are  now  joined  by  a  truly  distinguished  panel  of  experts  with  regard  to  the 
microenterprise  issue. 

First  we  will  hear  from  Mr.  Michael  Chu,  President  and  CEO  of  Accion 
International.  Mr.  Chu  joined  Accion  from  the  investment  firm  of  Kohlberg,  Kravis, 
Roberts  &  Co.  where  he  was  an  executive  and  a  limited  partner  in  the  New  York  office. 
Mr.  Chu  is  a  native  of  China  but  grew  up  in  Uruguay  and  has  an  MBA  from  the  Harvard 
Business  School. 


Next  we  will  hear  from  Dr.  Mohammad  Yunus,  Founder  and  Managing  Director  of 
the  Grameen  bank.  The  bank  now  has  over  two  million  borrowers  ~  94%  of  whom  are 
women.  Dr.  Yunnus  has  a  doctorate  degree  from  Vanderbuilt  University  and  started  his 
academic  career  from  America's  heartland  ~  at  Middle  Tennessee  State  University. 
Through  his  tireless  work  and  travel,  Dr.  Yunnus  has  become  a  personal  symbol  of  the 
microenterprise  movement.  I  understand  that  last  night  Dr.  Yunnus  was  honored  in 
another  way  ~  by  being  the  only  banker  from  Bangladesh  to  have  the  First  Lady  of  the 
United  States  sing  him  "Happy  Birthday."  Welcome  to  you  and  happy  birthday  from  us. 


I  also  want  to  welcome  some  of  the  grassroots  volunteers  from  Results  who  are  just 
completing  their  annual  conference  here  in  Washington. 

Finally,  I  want  to  introduce  Dr.  John  Hatch,  Founder  of  FINCA  International.  Dr. 
Hatch  brings  over  31  years  experience  in  the  management  of  poverty-elimination  projects 
in  Latin  America  and  the  Caribbean.  Dr.  Hatch  holds  a  doctorate  from  the  University  of 
Wisconsin. 

Gentlemen,  you  may  submit  your  written  statements  for  the  record  and  summarize 
their  contents  for  us  orally.  We  will  begin  with  you,  Mr.  Chu,  and  follow  with  questions 
after  all  three  gentlemen  have  completed  their  testimony. 

Mr.  Chu,  you  may  begin... 
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Statement  of  Roxann  A.  Van  Dusen 
Senior  Deputy  Assistant  Administrator 

Bureau  for  Global  Programs 
U.S.  Agency  for  International  Development 
to  the 
House  International  Relations  Committee 
June  27,  1995 


Mr.  Chairman:     I  am  pleased  to  have  this  opportunity  to  speak  to  the 
Committee  today  about  the  progress  USAID  has  made  in  implementing  the 
Microenterprise  Initiative,  the  initiative  we  committed  ourselves  to  just  about  a  year 
ago.  The  Microenterprise  Initiative,  a  "joint  production"  of  Congress  and  the 
Executive  Branch  is  a  marvelous  demonstration  of  what  can  be  accomplished  when  we 
work  together,  and  in  cooperation  with  the  private  sector. 

I  especially  want  to  thank  you.  Chairman  Oilman,  for  your  leadership  both  last 
year  during  the  planning  of  this  initiative  and  over  the  past  several  years  as  an 
advocate  of  microenterprise  development.    You  were  there  right  from  the  start,    a 
champion  of  this  concept  when  only  a  few  people  knew  about  it  or  understood  it.  it 
was  you  and  Mr.  Gejdenson  who  worked  together  to  put  microenterprise  on  the  map, 
literally  and  figuratively.  I  also  want  to  thank  Representatives  Bereuter,  Mc  Kinney, 
and  Rohrbacher  -  all  of  whom  joined  in  last  year's  initiative  and  the  Ranking 
Minority  Member  Mr.  Hamilton  as  well  as  Representatives  Ros-Lehtinen  and  Moran 
for  their  active  involvement  during  the  past  year. 

I  have  brought  with  me  a  copy  of  the  Microenterprise  Charter,  signed  by  so 
many  of  us  last  year  on  June  22  in  this  very  room,  and  want  to  ask  that  it  be  inserted 
into  the  record.    As  you  recall,  as  an  indication  of  the  President's  commitment  to 
microenterprise  programs,    George  Stephanopoulos  appeared  at  that  gathering  and 
expressed  the  President's  support. 

Before  discussing  the  accomplishments  of  the  Microenterprise  Initiative,  let  me 
take  a  moment  on  some  of  the  basics.  Microenterprise  is,  of  course,  the  most  common 
form  of  free  enterprise  on  the  planet.  It  is  estimated  that  there  are  at  least  100  million 
microenterprises  in  the  world.  Microenterprises  are  the  building  blocks  of  capitalism. 
Without  these  small  operations  you  would  not  have  the  larger  businesses  that  we 
customarily  think  of  as  free  enterprise.  You  have  to  start  somewhere.  And 
microenterprise  is  where  you  start. 
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But  it's  more  than  that.  Microenterprise  is  the  safety  net  that  enables  the  poor 
to  feed  their  own  children,  to  better  themselves,  and  to  share  in  the  economic  future 
of  their  country.  It  also  builds  a  natural  constituency  for  free  markets,  especially 
among  women,  who  face  constraints  in  entering  the  workforce  in  other  ways,  and  who 
are  the  prime  beneficiaries  of  microenterprise. 

Microenterprise  would  exist  without  our  initiative.  It  always  has  existed  and  it 
always  will.  After  all,  the  day  the  first  human  exchanged  a  tool  for  food  a  few  million 
years  ago,    he  was,  unknowingly,  kicking  off  the  microenterprise  idea.    More  recent 
is  our  understanding  of  how  we  can  maximize  its  development  potential  and  make  it 
work  for  more  people  by  integrating  it  with  other  initiatives  in  such  areas  as  child 
survival,  basic  education,  and  the  environment.    More  recent   is  the  realization  that 
we  can  transform  lives  of  the  very  poor  with  a  loan  of  $100  or  less  --  transforming 
millions  of  lives  with  a  very  small  investment  on  our  part. 

It's  happening. 

For  the  first  time  we  can  envision  the  day  when  the  majority  of  people  in  the 
world  have  access  to  basic  financial  services,  and  in  which  financial  systems  are  open 
to  poor  citizens  in  the  developing  world.    This  transformation  is  still  in  the  early 
stages  but  accomplishments  of  recent  years  gives  us  confidence  it  will  become  a  global 
reality: 

*In  Bolivia,     USAID  support  of  only  $3  million  led  to  the  creation  of 
BancoSol,  a  licensed  commercial  bank  which  provides  loan  and  deposit  services 
exclusively  to  poor  microenterprises.    At  the  end  of  1994,  after  less  than  three  years 
of  operation,  BancoSol  had  made  over  305,000  loans  --most  of  them  to  Indian  women 
—with  loans  averaging  $400.    It  makes  more  loans  every  month  than  the  rest  of 
Bolivia's  banks  combined.    BancoSol's  present  microenterprise  loan  portfolio  is  over 
$60  million.    Because  the  bank  generates  profits  which  are  reinvested  in  expanding  its 
services,  and  because  it  is  able  to  finance  almost  all  of  its  portfolio  with  funds  from 
commercial  sources,  BancoSol  can  grow  rapidly  without  any  donor  subsidies. 
BancoSol  in  Bolivia  is  the  first  private  commercial  bank  in  Latin  America  to  lend 
exclusively  to  poor  microentrepreneurs.    BancoSol  had  a  strong  financial  return  last 
year,  and  that  is  prompting  traditional  banks  in  Bolivia  to  look  at  opening  their  own 
microfinance  windows. 

*In  Indonesia,  a  strategic  investment  by  USAID  and  others  gave  the  Indonesian 
government  the  technical  support  it  needed  to  turn  its  money-losing  agriculture  credit 
bank.  Bank  Rakyat  Indonesia  (BRI),  into  a  profitable  microenterprise  finance 
institution  now  serving  two  million  borrowers  and  12  million  savers.  A  heavy  majority 
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of  the  loans  are  under  $500.    Loan  repayment  rates  have  improved  drastically.    The 
system  requires  no  donor  or  government  funding,  and  is  generating  large  surpluses 
which  can  be  invested  in  other  development  priorities.    A  relatively  modest  USAID 
investment   ($15  million)  made  possible  the  creation  of  an  institution  able  to  put  more 
than  a  billion  dollars  into  the  hands  of  the  poor.  Again,  private  banks  in  Indonesia  are 
beginning  to  follow  BRI's  example. 

*In  Bangladesh,  Grameen  Bank  --  microfinancing's  pioneer  —  has  built  one  of 
the  most  successful  systems  for  reaching  the  poor  and  disenfranchised.  We  have 
provided  Grameen  Trust  with  a  $2  million  grant  for  seed  capital  that  will  be  used  to 
replicate  Grameen 's  approach  is  other  poor  countries. 

Successes  like  BRI  and  Bancosol  have  proved  that  it  is  possible  to  provide 
credit  to  huge  numbers  of  poor  people  without  requiring  continuing  subsidies  from 
donors.    USAID-supported  microfmance  programs  all  around  the  world  are 
progressing  toward  this  goal.    Three  that  have  already  reached  a  self-sustaining  level 
are  ADEMI  in  the  Dominican  Republic,  FINCA  in  Cost  Rica,  and  ACEP  in  Senegal. 
They  are  serving  about  35,000  poor  clients,  who  view  themselves  as  "customers" 
rather  than  "beneficiaries."    The  value  of  these  loans  to  their  recipients  is 
demonstrated  by  the  customers'  willingness  to  pay  interest  rates  which  cover  the  full 
cost  of  the  programs,  and  to  repay  the  loans  at  nearly  a  100%  rate  in  order  to 
maintain  their  access  to  future  credits. 

However,  it  is  important  to  note  that  these  successes  should  not  be  viewed  in 
isolation  from  the  successes  in  other  programs  that  with  microenterprise,  comprise  a 
coherent  development  package  within  each  country.    It  is  the  supportive  context  of  an 
integrated  approach  involving  family  planning,  child  survival,  basic  education, 
protecting  the  environment,  and  building  democratic  institutions,  that  enables  USAID 
to  conduct  successful  microenterprise  activities  and  maximize  the  development  impact 
of  each  dollar  spent  on  foreign  assistance. 

The  success  of  microenterprise  programs  overseas  has  also  spawned  a 
considerable  number  of  domestic  programs  which  are  attempting  to  adapt  these 
methodologies  for  tiny  businesses  in  the  U.S.    These  domestic  programs  are  not  yet  at 
the  point  of  self-sufficiency,  but  the  essential  soundness  of  their  approach  is  suggested 
by  the  fact  that  many  of  them  are  able  to  maintain  extremely  high  repayment  rates. 

Let  me  review  what  USAID  agreed  to  do  in  the  Microenterprise  Initiative  last 
June  and  how  far  we  have  progressed: 

First,  we  recognized  that  USAID  needed  to  strengthen  its  own  response 
capacity  in  microenterprise  development.    Administrator  Atwood  communicated 
throughout  the  USAID  network  that  microenterprise  was  to  become  a  prominent  part 
of  USAID's  economic  growth  strategy.    This  message  has  been  heard  by  the  USAID 
missions  -  today  more  than  35  USAID  missions  have  significant  microenterprise 
programs,  and  a  number  of  new  projects  are  under  design.    Administrator  Atwood 
also  created  the  Office  of  Microenterprise  Development,  with  an  expanded  staff  and 
mandate,  to  fund  programs  and  to  accelerate  learning  throughout  USAID  and  its 
partners. 


34 


Second,  USAID  pledged  to  maintain  and  increase  overall  funding  for 
microenterprise  development,  despite  budget  reductions,  from  96  million  in  1993,  to 
$130  million  in  1994,  $140  million  in  1995  and  $140  million  in  1996.  Our 
preliminary  tabulations  for  1994  indicate  that  total  funding  for   microenterprise 
development  amounted  to  $158  million  and  we  believe  we  will  come  in  right  on  target 
for  1995. 

We  are  doing  our  best  to  meet  the  target  level  of  $140  million  for  FY  1996. 
However,  the  current  budgetary  outlook  suggests  that  it  will  be  virtually  impossible 
for  USAID  to  find  sufficient  unearmarked  funds  that  can  be  applied  to 
microenterprise.    Given  prospective  cuts  in  the  unearmarked  portion  of  DA  and  DFA 
accounts,  we  are  more  likely  to  be  in  the  range  of  about  $80  million,  which  is  not 
adequate  but  which  will  be  impossible  to  exceed  if  the  proposed  cuts  are  enacted. 

Third,  USAID  pledged  to  create  a  central  microenterprise  fund  to  make  it 
easier  to  work  with  US  private  voluntary  organizations  and  to  increase  the  quality  of 
USAID  microenterprise  programming.    For  FY  1995  these  funds  total  $38  million, 
and  the  same  amount  is  pledged  again  for  FY  1996.    However,  proposed  cuts  in  DA 
and  DFA  will  force  USAID  to  cut  not  only  this  fund,  but  also  the  other  programs 
which  work  with  microenterprise  initiatives  to  maximally  promote  economic  growth  . 

Of  course,  Mr.  Chairman,  our  ability  to  maintain  these  levels  for  FY  1996 
depends  on  the  outcome  of  the  authorization  and  appropriation  bills  now  moving 
through  the  Congress.  The  cuts  proposed  in  these  bills  for  both  Development 
Assistance  and  the  Development  Fund  for  Africa  will  force  USAID  to  cut  not  only  the 
microenterprise  fund,  but  also  the  other  programs  which  work  in  conjunction  with 
microenterprise  initiatives  to  promote  economic  growth. 

Fourth,    USAID  pledged  to  increase  its  emphasis  on  reaching  women  and  the 
very  poor  through  support  to  poverty  lending  programs.    Specifically,  we  set  a  target 
that  half  of  our  support  for  microenterprise  lending  would  be  devoted  to  poverty 
lending  programs  by  1996.    As  of  this  year,    52  percent  of  the  microenterprise  loans 
in  USAID-  supported  programs  were  in  amounts  of  $300  or  less.    I  am  particularly 
pleased  to  be  able  to  report  this  to  you,  as  it  shows  that  USAID  has  come  a  long  way 
in  developing  the  ability  to  reach  the  very  poor,  and  that  we  are  clearly  in  harmony 
with  the  other  speakers  you  are  hearing  from  today. 

In  conclusion,  Mr.  Chairman,  I  think  that  we  can  all  be  proud  of  how  far  we 
have  come  over  the  past  year.  I  believe  that  the  success  of  the  Microenterprise 
Initiative  is  a  credit  to  you,  to  other  Congressional  supporters,  to  the  PVO's  who  are 
so  committed  to  this  approach  and  also  to  my  colleagues  at  USAID  who  have  helped 
make  this  dream  a  reality  for  so  many.  1  would  only  hope  that  we  can  be  allowed  to 
maintain  this  record  of  success  in  the  future. 

Thank  you. 
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dHarteroffffe 
USAID  ^croenter^rise  ^Initiatives 


tUc  Microcnterprise  Initiative 


J  crtups  no  aspect  of  dcvdopmcni  b  marc  imponani  than  econcnuczDy  ai^aw 
¥j^M  ?nng  the  individual  Economic  vitality  is  a  crucial  Knchpin  in  improving  ftvmg 
^l  siandanls  and  gcncntirLg  the  tnorcased  incomes  that  aDow  lor  bcoer  education, 
health  cart,  (amily  [banning,  cmmmmcntal  protecbon  and  oommunity  iir^TTncnt. 
Miaoenterphse  is  one  of  the  most  imponani  means  by  which  vast  numben  of  peopk 
throughout  the  worid  seek  to  imprt^ve  their  Mrfl-being.  In  many  countries,  parbailajty 
loMdmcome  countries,  a  third  or  more  of  the  labor  force  is  often  eng^ed  n  miaTXTWT' 
pnsc.  Tho  b  paraculajly  true  in  tnsiances  where  other  formal  sector  employmcni  • 
Lmned.   In  bunching  ns  niicroenteTprbc  inioaovc,  the  Untted  Staiea  Agency  (or 
tniemaoonal  Devctopnient  (USAID)  afErms  thai  suppon  (or  mjcrocnicrpnse  wtD  be  a 
central  component  of  an  approach  to  econonuc  gruwrh  diai  stresses  mcmsing  (he  ea> 
nomic  panicipaiion  of  the  pox.  In  particular.  USAID  b  stio^thening  iu  tspaciry  to 
(upport  pcAcrty  lending  programs. 

The  microcnteTprise  uutudvc  aeaics  an  enduring  commioneni  to  miaocntaprise  by  the 
ageiicv  USAID  has  kmg  been  actnr  lo  the  nuJoenLerprise  Betd  and  has  nude  a  num- 
bn  uf  imponam  cunmbutxxu  to  its  progrtss.  bui  miciDeruerpnsc  has  not  ahvays  been  a 
u  agency  pnoncy  Thruugh  the  nuoDenterprtsc  initiative  USAID  naa  io 


mkroenteiprtse  aoivsies  to  a  levd  that  b  more  dusely  in  keepii^  with  its  inyonaur  lo 
dx  poor  and  establishes  micrticnteTpfue  as  a  viable  aitd  imegnil  pan  t>r  (he  agency's  ua- 
tamabk  devdopmeni  strategy. 

The  micnxTUcrprise  inidaiivc  encompasses  a  nuinber  of  aoKibeK.  Fini  and  (orttnaK.  il 
invohv  aippon  for  micrtmtrrprisc  devdopmeni  pnsgrams  carried  out  b^  tocal  orpni- 
lations  that  ofTer  credit,  savings,  advocacy,  traino^  or  similar  services  A  wide  \WTy  of 
organizatioro  can  enectjvcfy  numnt  miaoemerprise.  indudutg  gowminmal  organaa- 
QORs,  private  votuniary  organuaoons  (FVOs),  non-giAemmcntal  nrgaiuznuns  (NGOi). 
assooattons.  cooperam'Ci.  ordit  uruons  and  Bnanaal  tnstmraons.  The  ovcioentcTprisc 
inioaiivT  seeis  to  use  each  of  these  types  of  orpnuaooia'  umcfue  and  cunparauve  (Us. 

In  addiunn,  ihc  mtcroentCTpruc  initiative  seeks  to  fosiCT  greater  swarrncsf  dvoughout  (he 
agency  of  the  onporunceof  micnxnopriKand  the  need  to  more  FuBy  ncgratc  ueort 
sida^mnimf)  ihe  broadest  range  of  USAID  programs  aitd  pubcxs.  such  as  n 
agriculoiial  development,  economic  gnnvth,  urban  devclopmem  and  hcakh.    Fbr  otxn- 
ptc,  maatKconomic  po&cymakiiig  should  be  concerned  about  rcdiesstng  pobncs  and 
irgulaoons  at  the  naborul  and  local  Icveb  that  coruirain  imal)  and  micnxntapraa. 


lUe  Goa(s  oJtf>c  \nitiative 


There  are  tlircc  prunary  development  goab  for  Uk  truciocnterprisc  irutiamt 

%  autst  Uie  ffpirU  ijf  the  poor  Ic  inavue  Othr  income  arvi  atteU  MicroemeTprisa  have 
been  shown  tobe  oii  cfTecove  means  of  increasing  the  tiKonx  and  assets  of  the  poor  in 
de\rloping  ctxmtrKS  This  ecoitomic  cmpOMrrmem  wiQ,  in  turn,  lOow  (he  traditiorutDy 
djudv-aiitagcd  to  gain  access  to  bcncr  nandaitb  of  health,  housing,  nutrition  artd  educa- 
tion. In  tlie  pcxircst  countries,  microenierpnse  can  outperform  more  formal  ailcrprtsa 
in  thb  duneiuioti. 

li  morale  ikilU  andt  prodi' huJji  In  aJianee  tOMtomic  gniuA  Microentoprtses  devel- 
op enucpreiieunal  ajid  maiu^cnal  jbilities  among  their  proprieiors  In  same  countnet 
(hey  art  tmporiani  sources  of  tcchiucal  skilb  traDung  for  young  people,  and  ihey  have 
the  capadly  to  spread  innovation  quicUy.  Aiso.  growing  miooenieTprisa  can  serve  as  I 
pninary  source  of  itew  demand  for  tabor. 


7cJ>u liitaU  tkt  develofrment  of  'ttonomie  dewtocra^'  Through  nuatntterpriK  pro- 
grams a  wtde  range  of  kxal  institutions  b  created   Some  of  these  arc  hi^y 
panic3paiory  ccmmunity-faased  organuaooiu.  such  u  viLigc  bar^  or  oedi  laiians  n 
which  groups  of  viDagen  manage  pools  of  savings  arxl  loans.  Ohen  are  niort  ConuL 
such  as  partnerships  betwcoi  non-giArmmcrual  organiuoons  ajid  commeraal  hanks. 
Some  art  concerned  with  Bnancial  services,  whik  othen  are  focused  on  advocacy   in  al 
instarxzs,  the  aim  b  to  de^Tlcp  sustainable  strucnirts  dvtxigh  Mhich  doadvamigcd 
groups  gain  greater  access  (  >  resourtes  and  establish  the  puor  as  rrmrt  eflccin^  putio- 
pana  m  their  sodeties.  These  orpruzatioru  are  an  impcman  aspea  of  civii  wcxxy 
Hot^rvti,  the  crux  of  aD  micioaiieiprise  acavities  md  remanu  base  (uunoal  vabibiy, 
it.,  the  institutiorul  capacity  to  provide  ruunaal  and  other  services  wihout  extemil 


A  Tocus  on  Krsufts 


Rraliong  iIk  goal  of  better  upponuniry  kx  micToaureprtneura  rctfiiies  tlirea  acDon  l:^ 
instinitioiu  that  serve  or  afTeci  mjaoeiucrprisc  and  this  b  the  area  what  USAID  wiD 
dim  Ks  effon  USAID's  conrdinucd  appnach  wiD  (ocus  on: 

•  Iiicrtastng  access  by  the  poor  lo  aedk  and  savings  services  prtivicM  by  a  \-aneTy  of 
susuuvible  financial  service  msotutions.  The  initiaiive  leeb  to  catalyze  major  changa 
in  t))e  clTccti\tncss.  efRcieTKy  and  scale  of  services  proviiled. 


>  Pnnidinp  innovati\e  non-dnandal  asst^tance.  z^  technical  and  managcnieni  tninin^ 
marietiiit.  and  technology  devdopmciK.  lo  rnioocncrprBe  cntnpnnain  m  a  rnst- 
eflcai\t  manner. 


■  Screngthcning  the  capacity  of  local  organuaooni.  such  as  NCOs  arvJ  assoiamtt,  to 
havt  a  ydcc  in  the  poficy  process  alTeaing  miaoci  rprisc  de^rtopmav  at  btxh  the 
national  and  locallevtb. 

•  R»i(  ling  an  enabling  cnvirorvTfflH  for  miooenteiprisc  (hriAigh  ■i'biii6r*rtJ  and  ect^ 
noroic  policy  change  (e.g.,  in^vcning  the  legal  and  rtgubiory  framcwiiri,  biandal 
KOor  leform,  ox  cock  and  admirustraoon]  and  access  to  local  gjrastructurt  and  pti>- 


USAJD  WtD  provide  Bjpporr  through  seed  capital  insticutionaj  dcvdopmmi 
traintn^  rcsmdi  and  pobcy  dialogue. 
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Program  ?rincip(esJorMicro€nterf>rise  Dcvebjmmt 


piiupto  MK  negntcd  ihnxjghout  USAID'i  biiatnc: 

■  QxmkiDcni CO ngniSont outrcacK  Mkrocntorpreo bti glofat) phamDcnaa, nd 
ya  criy  t  smaiS  fncaan  of  nuooentitpitnain  hiw  aocm  totfac  fimncal  ind  other 
lovica  ihu  uucicjcntajjcuc  progmns  sfonot.  USAID  •  mcroaiiaprtM  pragnn^ 
inng  w3  ttriw  Id  adiirw  sigm6ant}y  greater  outracfa. 

■  Conbrued  (bott  on  wnnenanddK  very  pooc  TTk  mkrootfapm  inkiuTvc  wl 
nabcain  1  paniaibr  concan  for  very  poor  CDUTpiajeun,  tspedaSy  woinai,  vAxt  mgf 
be  moft  (£Saih  to  nach,  but  who  depend  for  survrval  on  miaoencerpna.  USAID 
ii  oorannncd  to  iQocznng  half  of  iD  funcfing  lor  aucroooterpnie  ictjvida  lo  wpfKit 
ptMny  lending  program  by  (he  do«e  of  fixal  ytar  1996.  b  dia  context,  povotjr 
lending  prognns  trc  diose  that  meet  die  necdiofthe  very  poor  membai  of  lodety, 
pntiaibrfy  wQnm,  and  thai  prcMde  loans  snaDcr  dm  a  nknact  paat  atSiOO. 

•  SaaardaSty  and  friancal  aeff-iuffidaicy.  RMerwif  smoinafaiiy  t  >»a)iial,  pankuhriy 
ia  n  oi  of  ifarinking  foreign  snstance  flows.  Tbe  USAID  tnkzoentnpriK  inidaihv 
w3  asna  GnaiKial  sovica  pruguim  lo  devtkp  hnuaiSy  tdStu&ckn  opentkn  and 
to  t^  more  pamanonsouita  of  funds,  hduding  local  orvin^  borrowing  bom  bcil 
banb  and  mobi&zing  VS.  private  Koor  &indL 


■  ftnnnihy  with  gmcnanenal  organization*.  PVQi,  NGOi,  anodaiiora,  acdt 
uniom  and  otSa  lool  ndiutiortt.  USAID  will  xek  imprtived  tofal  paitKn^M, 
mrting  dww^  a  vmsy  of  ihoJuimiib.  wducfing  wpyhening  prognmi  fanded  ■> 
VibahingiDii  as  wcfi  a  diose  funded  by  USAID  inwn. 

■  ^nnenh^  widt  odicr  mukihteTal  and  bOaienl  donon  and  other  VS.  orgxruaiiora, 
opedaDy  ftacc  Corpi.  USAID  wfl  Kroigthcn  bikagca  wvh  odvi  dotwn  ad  U5. 
gpwngnenf  agendo  to  promote  the  otpanaon  of  mioDampibe  aoiviiiei. 

■  Riiamancr  itandank  The  moit  experienced  micTocnteipriie  ntituiioiv  ihoddbe 
encouraged  to  pu^  farwinl  die  Erontien  of  aduevement,  while  the  newer  cnrMi 
rimld  be  urged  to  moi  performance  aiandardt  thai  mow  than  14)  the  bddcr  of  ■»■ 


*  hyrcwd  gJbrmation  tbam  the  <Bec6vtncm  of  mkroeraerpriie  ptograiia  ^  pnfcy 
chingei  Afltonganarmare  the  coM<flecm«neaiofKTvka,ihe  irapKiaiaiv- 

The  miaoentcrpriM  viidxiw  wOccntinue  to  wppart  the  high  degree  of  innowaop  dm 
has  chaiaoeriied  die  nDcnxntcTpnse  dewkpoocni  field  and  has  oona-Auted  u  b  npiifly 


Management  ofyaiknges 


TV  miaoentaprisc  nitiatrve  wiD  incorporaie  tmooqiterprise  dcwfopmeni  niD  agencjr 
pfngrammmg  at  a  Icvd  that  b  n  keeping  with  io  hi^  priority  in  USAJD'i  oew  de^vlop- 
oxntKTaiegy  The  tnitiujvc  aims  to  iricTeavUSAlD's  tedniical  and  naff  capadtym 
miooentapnse  devdopmenL  The  cnicToauapnsc  tnoiatnT  tsuit  bodi  tnacax  the 
bnwiedge  of  inkrocTiUTpnse  dfvdopnimt  among  kfy  soff  and  deploy  availabk  te^^ 
cal  roourca  cffidoidy. 

USAID  wSB  develop  meehaniims  far  greater  cras-fcrtiEiaiion  among  io  worldwide 
programs  to  ensure  thai  ks  pttjeco  are  based  on  the  best  moddi  it  the  Ml  The 
rrboocTvaprise  initiative  also  wiD  ttmgthen  funtfing  mechannmi  in  Washingun  to  than- 
nd  loourca  more  effidendy  duough  NGO  nenwrks. 


dm  area  would  lead  to  better  program*,  bmcr  aOocaiiaR  dcdnons  about  icarce  lid 
roouics  and  gieata  ^lifity  to  demonstrate  what  aid  acoompbheL  Simivty.  iD^m«d 
donor  poScy  cDonfination  in  miaoenterpriK,  pvticularty  in  the  areas  of  mifpon  far  pRh 
gram  luffainabibty  and  of  advocacy  far  poficy  dnnge,  wiD  rcsuk  n  a  moit  t&orw 


USAID  abo  will  seek  to  bnpruve  pubBc  educadoD  of  devdopraeni  c&rts  by  duiUHUB 
iog  dot  what  die  agency  ii  leariung  m  developing  countries  provides  vaknUc  katiB  far 


Concfusion 

TV  imawntcrprise  initiatKt  wiD  be  guided  by  die  hnwvwk  set  fcrti  b  dai  duina;  signed  June  22, 1994,  and  »er«  as  an  agenda  far 


» 
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MICHAEL  CHU 

PRESIDENTS  CEO 

ACCION  INTERNATIONAL 

STATEMENT  TO  THE 

HOUSE  COMMITTEE  ON  INTERNATIONAL  RELATIONS 

JUNE  27,  1995 


Mr.  Chairman,  Members  of  the  Committee,  thank  you  for  the  invitation  to  testify  before  you 
on  the  subject  of  microenterpnse,  at  a  time  in  which  decisions  in  these  chambers  may 
materially  affect  a  field  that  has  begun  to  realize  its  dramatic  potential.  Before  I  begin,  I 
would  like  to  recognize  especially  the  support  that  you,  Mr.  Chairman,  have  steadfastly 
given  microenterpnse  finance  through  the  years. 

My  name  is  Michael  Chu.  I  am  President  and  CEO  of  ACCION  International,  a  US  non- 
profit whose  sole  focus  in  the  last  twenty  years  has  been  microenterprise  development, 
first  in  Latin  America  and  now,  for  the  last  three  years,  in  the  United  States  I  come  to  this 
field  from  my  involvement  on  ACCION's  Board  of  Directors.  There,  I  was  so  struck  by  the 
promise  of  microenterpnse  to  truly  change  lives  and  spur  economic  grov^h  that  it  prompted 
me  two  years  ago  to  retire  early  from  a  career  spent  entirely  in  the  private  sector,  spanning 
consumer  goods  and  basic  manufactunng  to,  most  recently,  merchant  banking  and  the 
deployment  of  investment  funds. 

Last  April,  you  heard  from  Maria  Otero,  ACCION's  Executive  Vice  President  and  an 
acknowledged  voice  in  the  field,  about  the  enormous  need  for  credit  among  the  world's 
working  poor  and  the  emergence  of  microenterpnse  programs  that  are  capable  of 
providing  an  effective  response  Today,  I  would  like  to  tell  you  where  we  are  in  the 
evolution  of  microenterpnse  and,  as  you  make  the  difficult  decisions  in  the  allocation  of  the 
nation's  investments,  what  is  at  stake. 

Microenterpnse  credit  stands  at  the  threshold  of  being  an  effective  and  massive  attack  on 
world  poverty  At  the  heart  of  this  lies  the  development  of  methodologies  around  the  world 
that  are  fulfilling  five  key  charactenstics: 


•  they  can  deploy  serious  amounts  of  money  in  small  portions  to  reach 
significant  numbers  of  people; 

•  their  funds  go  directly  to  the  economically  disadvantaged; 

•  their  loans  go  to  support  activities  that  fulfill  real  needs  of  paying  customers, 
and  as  such  are  natural  components  of  the  economic  system; 

•  they  recover  the  funds  deployed,  with  corresponding  interest; 

•  they  manage  themselves  as  economic  entities,  covering  expenses  with  the 
income  generated  by  their  loan  portfolio 
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As  one  example  of  this,  ACCION  International  has  developed  a  network  of  institutions 
across  Latin  America  that  in  1994  covered  14  countries,  disbursed  $288  million  in  loans 
with  an  average  size  of  around  $550  to  259,000  clients,  with  an  arrears-over-30-days 
under  4%  and  a  repayment  rate  in  excess  of  98%.  In  other  words,  the  loan  portfolio  of  the 
enterprising  poor  of  Latin  America  has  a  better  risk  profile  than  the  yuppie  credit  cards  that 
have  been  securitized  in  the  US  financial  markets.  In  addition  to  this  high  asset  quality, 
around  fourteen  of  the  nineteen  Latin  American  institutions  in  the  ACCION  Network  in 
1994  have  reached  economic  self-sufficiency.  I  stand  before  you  today  to  state  that 
microenterprise  credit,  an  activity  first  motivated  by  social  impact,  has  been  proven  to  be 
absolutely  economically  viable. 

This  has  been  the  great  achievement  of  the  last  decade,  for  it  makes  possible  the  key 
conceptual  linkages  that  constitute  the  second  stage  of  microenterprise  development. 

A  principal  insight  of  ACCION's  pioneering  experience  is  that  a  program  impacting  poverty 
and  GDP  growth  that  is  economically  viable  has  the  possibility  of  accessing  financial 
markets  on  commercial  terms.  If  it  can  tap  into  the  vast  resources  of  the  capital  markets, 
it  can  then  count  on  obtaining  the  necessary  firepower  to  truly  reach  massive  numbers  of 
clients  If  it  can  reach  massive  numbers,  then  it  can  really  aspire  to  changing  the  social 
and  economic  environment  in  which  it  operates. 

The  process  has  already  begun.  To  cite  some  of  the  milestones  along  the  way: 

•  A  majority  of  the  members  of  the  ACCION  Network  fund  their  loan  portfolios 
by  accessing  the  local  banking  markets  as  corporate  customers. 

•  When  growth  has  gone  beyond  the  capacity  of  local  banks  to  service  the 
microenterprise  program  as  a  client,  ACCION  affiliates  have  established 
fully-fledged  financial  institutions  regulated  by  the  Superintendency  of 
Banks,  no  different  than  any  other  bank  except  for  one  thing:  they  have  only 
microenterprise  customers  —  the  carpenter  who  works  in  the  front  room  of 
his  two-room  shack,  the  woman  with  a  stall  in  an  open  air  market,  the  baker 
with  a  backyard  oven.  This  has  already  happened  in  Bolivia  with  BancoSol, 
in  Colombia  with  Finansol,  and  the  Mexican  member  of  our  Network  has  the 
approval  to  establish  a  single-purpose  finance  company,  FinMicro. 

•  Formal  financial  institutions  have  dramatically  impacted  coverage.  For 
instance,  at  the  end  of  last  year,  the  entire  Bolivian  banking  system  served 
a  total  of  167,000  clients.  Of  these,  62,000  were  BancoSol's  —  a  bank  that 
did  not  exist  three  years  ago 

•  Other  organizations,  such  as  Grameen  Bank  and  FINCA  International,  are 
demonstrating  the  massive  potential  of  microenterprise  as  a  vehicle  for 
reaching  the  poor. 
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The  linkage  of  microenterprise  to  financial  markets,  made  possible  by  economic  viability, 
is  a  fundamental  reason  why  the  ACCION  Network  has  been  able  to  expand  at  its  current 
pace.  I  have  mentioned  that  in  1994  the  ACCION  Network  disbursed  $288  million  in  loans 
throughout  Latin  America;  five  years  previously,  in  1989,  the  equivalent  number  was  just 
$22  million,  resulting  in  a  compounded  growth  rate  of  almost  70%  a  year.  In  terms  of 
people,  the  number  of  active  clients  at  year-end  went  from  38,000  in  1989  to  259,000,  in 
1994,  an  almost  seven-fold  increase. 

And  yet  we  are  only  at  the  beginning  of  the  real  potential  of  microenterprise.  Despite  these 
growth  statistics  and  two  decades  in  the  field,  so  large  is  the  need  that  the  ACCION 
Network  is  currently  covering  no  more  than  probably  four  percent  of  the  overall  relevant 
market  in  Latin  America.  But,  in  the  Americas  as  elsewhere  —  as  my  colleagues  from  other 
microenterprise  organizations  can  attest  —  we  are  on  the  verge  of  vastly  increasing  the 
penetration  into  these  markets  dominated  by  local  loan  sharks  Economic  viability  has 
allowed  new  and  dahng  experiments  that  are  constantly  unlocking  doors  to  opportunities 
that  were  only  dreams  a  few  years  ago.  Let  me  illustrate  with  just  one  example.  In  1 994, 
ACCION  International  helped  BancoSol  of  Bolivia  place  Certificates  of  Deposit  in  the 
United  States,  the  world's  most  sophisticated  financial  market,  to  premier  financial 
institutions,  on  a  strictly  commercial  basis.  The  significance  of  this  is  enormous  For  the 
first  time,  the  conceptual  loop  linking  the  world's  capital  markets  to  the  promise  to  pay  of 
a  microentrepreneur  woman  selling  her  wares  in  a  street  corner  in  La  Paz  has  actually 
been  closed  It  is  a  true  landmark  in  the  development  of  microenterpnse  finance 

These  accomplishments  are  due  to  the  hard  work  of  the  men  and  women  of  the 
microenterprise  programs  and  their  clients,  but  they  are  also  the  results  of  enlightened 
foreign  aid.  Grant  support  from  donor  US  agencies,  particularly  AID  and  the  InterAmencan 
Foundation,  provided  at  critical  junctures,  has  been  instrumental.  A  pnme  example  is  the 
case  of  BancoSol.  AID  was  the  pnmary  agency  involved  in  the  creation  of  PRODEM,  the 
NGO  that  is  the  bank's  origin,  with  a  single  grant  under  $2  million  in  1986  Last  year,  the 
bank  disbursed  nearly  $80  million  in  loans  with  an  average  size  of  $533,  funded  in  the 
interbank  and  capital  markets,  and  not  one  cent  came  from  AID  For  every  one  of  AID'S 
original  dollars,  BancoSol  is  now  putting  $40  on  the  street  every  year,  and  that  number  will 
keep  growing.  Yet  without  that  initial  investment  from  AID,  there  would  be  no  BancoSol. 

Other  examples  abound  Without  AID'S  assistance,  ACCION's  Bridge  Fund  —  a  guarantee 
fund  spearheading  the  connection  of  microenterprise  with  the  local  banking  system  — 
would  never  have  reached  its  present  scope  And,  without  AID,  even  ACCION  itself  may 
not  be  here  today. 
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While  the  achievements  of  the  past  are  making  possible  the  insertion  of  microenterprise 
into  the  financial  system,  this  process  requires  increased  sophistication  on  the  part  of 
microenterprise  organizations  and  has  multiplied  the  demands  on  practitioners  such  as 
ACCION,  both  professionally  and  materially.  It  is  in  this  context  that  we  celebrated  the 
creation  a  year  ago  of  the  Microenterprise  Initiative  at  AID.  Since  then,  AID's  efforts  in  the 
field  have  sharpened  in  focus  and  tightened  in  organizational  coherence  and  efficiency. 
With  the  creation  of  a  central  microenterprise  office  at  AID,  coordination  with  private 
organizations  like  ACCION  has  become  more  streamlined  at  the  same  time  that  the  quality 
demanded  from  us  has  increased  In  the  last  year,  AID'S  Microenterprise  Initiative  has 
moved  to  explore  and  support  new,  creative  ideas  Some  examples  are: 

•  Aggressive  expansion  of  coverage,  as  in  the  case  of  FAMA,  the  Nicaraguan 
member  of  ACCION's  Network,  which  will  look  towards  increasing  the 
number  of  clients  served  from  the  present  4,800  to  23,000  in  three  years,  in 
a  land  recently  ravaged  by  civil  war. 

•  The  development  of  an  innovative  financial  mechanism  that  will  directly  link 
the  capital  markets  of  Ecuador  with  microenterprise  v\/hich,  if  successful,  may 
provide  an  alternate  model  as  powerful  as  BancoSol. 

•  The  establishment  of  an  equity  and  quasi-equity  fund  to  support  the  creation 
of  future  "BancoSols,"  a  fundamental  breakthrough  that  was  almost  stillborn 
for  lack  of  investment  capital. 

These  are  the  kinds  of  efforts  required  to  lead  the  second  stage  of  microenterprise 
development.  They  represent  the  best  examples  of  how  the  public  sector,  civil  society  and 
the  markets  and  institutions  of  the  private  sector  can  interact,  each  contributing  what  the 
other  cannot  provide  to  attain  goals  that  are  valuable  to  society  as  a  whole  and  that 
improve  the  lives  of  the  poorest.  At  a  time  in  which  this  is  finally  coming  about,  the 
wholesale  cuts  in  foreign  assistance  that  would  dismember  these  types  of  initiatives 
represent  plowing  the  fields  under  just  at  the  time  when  the  crop  of  two  decades  of  work 
is  about  to  be  harvested  It  is  why,  at  a  time  in  which  we  fully  understand  and  endorse  the 
urgency  of  fiscal  prudence  and  deficit  control,  we  urge  you  to  consider  earmarking  the 
funding  for  microenterprise  at  the  budgeted  level  of  $140  million  for  FY  1996  and 
maintaining  its  central  mechanism. 

In  many  ways,  microenterprise  represents  the  thumph  of  pragmatical  reality  over  ideology. 
It  is  a  lifeline  to  the  poorest  of  the  economically  active  but  instead  of  charity  it  is  an 
investment  in  people's  self-reliance.  It  sets  government's  role  at  the  beginning  of  the 
innovation  cycle,  when  it  can  aid  private  non-profit  organizations  to  spearhead  initiatives 
long  before  they  are  commercially  rational,  not  to  replace  the  private  sector  but  precisely 
to  speed  its  involvement  Success  in  such  an  endeavor  means  the  harnessing  of  the  power 
to  change  continents  This  is  why  I  believe  in  microenterprise  and  perhaps  why 
microenterprise  has  merited  the  bipartisan  support  you  have  given  it  in  this  Committee. 

Mr.  Chairman,  you  personally  understood  the  potential  of  microenterprise  in  the  days  when 
few  people  were  aware  of  the  concept.  Your  commitment  enabled  many  of  your  colleagues 
to  comprehend  its  impact.  Decreasing  the  funding  of  microenterprise  will  undo  the  work 
that  you  and  your  Committee  have  supported  over  the  past  decade.  Microenterprise  is  on 
the  brink  of  becoming  for  the  poor  what  the  green  revolution  was  for  agriculture.  Your 
decision  and  that  of  your  distinguished  colleagues,  Mr.  Chairman,  will  allow  this  to  happen 
or  will  squander  an  opportunity  of  historic  proportions. 

Thank  you.  . .    _  - 
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John  Hatch 

Founder  and  President 

The  Foundation  for  International  Community  Assistance 

(FEVCA  International) 

Mr.  Chairman,  Members  of  the  Committee,  I  want  to  thanJc  you  for  the  invitation  to  testify.  I 
also  want  to  express  my  appreciation  for  the  strong  bipartisan  support  this  Committee  has 
provided  to  microenterprise  programs  over  the  years.  I  particularly  want  to  thank  you.  Chairman 
Oilman,  as  well  as  Representatives  Bereuter,  Gejdenson,  Rohrabacher  and  McKinney  for 
endorsing  AID's  Microenterprise  Initiative  last  year. 

I  am  the  president  and  founder  of  FFNCA  International.  FfNCA  has  been  conducting 
microenterprise  programs  for  eleven  years.  We  now  have  programs  in  15  countries—including 
the  United  States.    We  are  currently  providing  self-employment  loans  to  over  50,000  low- 
income  borrowers,  most  of  them  mothers  who  are  often  the  sole  support  for  a  family  of  3-5 
children. 

FINCA,  along  with  ACCION  International,  is  also  co-chair  of  the  Microenterprise  Coalition, 
which  is  composed  of  27  international  non-profit  organizations.  We  work  through  tens  of 
thousands  of  member-managed  credit  groups  located  in  poverty-stricken  villages  and 
neighborhoods  around  the  world.  Collectively,  we  provide  small  loans  to  over  4  million 
families.  The  approximately  $20  million  dollars  per  day  of  extra  income  generated  by  the  loans 
are  dramatically  helping  to  improve  the  nutrition,  health,  housing,  and  education  of  over  15 
million  children.  In  the  history  of  foreign  aid,  the  success,  cost-effectiveness,  and  extremely 
rapid  growth  of  this  microenterprise  movement  is  quite  unprecedented. 

With  this  testimony  I  wish  to  describe  who  we  are  helping,  how  it  helps  them  and  why  it  is  so 
vital  to  global  security  that  we  do  so  with  strengthened  commitment. 

A  decade  ago  FfNCA  International  pioneered  a  new  approach  to  microenterprise  development 
known  as  "village  banking".  A  village  bank  is  a  support  group  of  between  20  and  50  low-income 
borrowers— predominantly  mothers  heading  single  parent  households.  Prior  to  joining  her 
village  bank,  our  typical  borrower  is  feeding,  clothing,  housing,  and  educating  her  3-4  children 
with  self-employment  income  of  less  than  $3  per  day.  This  condition  is  technically  known  as 
"severe  poverty".  It  means  that  a  mother's  family  food  expenditures—  often  as  little  as  50  cents 
per  child  per  day-are  insufficient  to  support  minimal  nutritional  needs.  It  means  that  one  or 
more  of  these  children  is  chronically  malnourished. 
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One  out  of  every  five  families  around  the  world  is  trapped  in  severe  poverty.  Indeed,  chronic 
malnutrition  is  a  prime  contributor  to  the  deaths  of  over  35,000  children  per  day  worldwide  ~ 
over  12  million  children  per  year.  If  we  were  to  consider  severe  poverty  as  an  epidemic,  it  would 
easily  qualify  as  the  most  serious  health  crisis  on  the  planet  today.  On  the  economic  front, 
developing  nations  sinking  under  the  weight  of  their  impoverished  populations  cannot  become 
viable  trading  partners.  Politically,  the  powerlessness  of  the  poor  invites  repression  while  the 
desperation  and  hopelessness  of  poverty  creates  a  breeding  ground  for  civil  unrest  and  war.  In 
sum,  there  is  no  greater  threat  to  global  health,  security,  or  the  economy,  than  the  explosive 
growth  of  severe  poverty  in  the  world  today. 

How  does  a  village  bank  reverse  this  situation?  To  begin,  let  us  agree  that  access  to  capital 
creates  income  opportunities.  The  more  capital  one  accumulates,  the  more  additional  capital  one 
can  borrow.  Thus,  the  reason  why  "the  rich  get  richer  and  the  poor  get  poorer"  is  simply  because 
the  rich  have  relatively  easy  access  to  capital  and  the  poor  do  not.  Indeed,  since  commercial 
banks  do  not  lend  to  borrowers  without  collateral,  the  working  poor  are  forced  to  borrow  from 
informal  sources~"loan  sharks"~at  interest  rates  far  in  excess  of  commercial  lending  rates. 

Group  lending  institutions  such  as  FINCA's  "village  banks"  and  ACCION's  "solidarity  groups" 
are  designed  to  allow  the  poor  to  participate  in  the  free  market  system.  Lacking  physical 
collateral,  the  poor  agree  to  provide  "moral  collateral"  by  pledging  repayment  responsibility  for 
each  other's  individual  loans.  The  loan  itself  allows  a  borrower  to  start  or  expand  a  tiny 
business.  Examples  include  the  selling  of  tortillas,  bread,  candy,  vegetables,  basic  grains,  fruit, 
beverages,  chickens,  fish,  meat,  cooked  foods,  new  and  used  clothing,  arts  and  crafts,  plastic 
bags,  newspapers,  lottery  tickets,  cosmetics,  and  dozens  upon  dozens  of  other  businesses.  In 
addition  to  providing  a  low  cost  working  capital  loan,  a  village  bank  also  provides  (1)  a  safe  and 
profitable  place  for  borrowers  to  accumulate  savings,  and  (2)  a  mutual  support  group.  This  is  a 
linked  credit-savings  system.  The  more  one  saves  the  more  one  is  allowed  to  borrow. 
Reinforced  by  moral  collateral,  increased  savings  pushes  credit  access  higher  and  higher. 

With  an  initial  self-employment  loan  ranging  from  $50  to  $85,  a  village  banker  is  typically  able 
to  start  or  expand  a  profitable  activity  that  will  enable  her  to  generate  an  additional  $2-5  of 
income  per  day.  This  seemingly  minuscule  change  will  not  only  double  her  income;  it  often 
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virtually  doubles  her  capacity  to  purchase  food.  With  more  food,  her  children  may  now  get  three 
solid  meals  per  day  instead  of  one  or  two.  Consequently,  chronic  malnutrition  gradually  shrinks. 
With  better  nutrition,  family  health  will  improve.  Once  family  nutrition  is  stabilized,  further 
increases  in  self-employment  income  will  be  invested  in  non-food  items  such  as  home 
improvements  and  education. 

Finally,  as  the  borrower  sees  these  results  growing  day  after  day-together  with  her  growing 
savings—she  acquires  a  new  sense  of  self- worth  and  confidence  and  pride.  She  feels  she  can  take 
control  of  her  life.  She  begins  to  create  dreams  of  what  she  and  her  family  can  become.  She  has 
hope. 

But  if  you  ask  the  village  bankers  themselves,  many  will  tell  you  that  their  greatest  benefit  has 
been  learning  how  to  save.  In  Guatemala,  where  I  am  currently  working,  FINCA's  village 
bankers  are  managing  to  save  57  cents  for  every  dollar  they  borrow.  After  three  years  of 
participation  in  the  program,  most  borrowers  have  accumulated  savings  of  at  least  $150.  These 
ftinds  have  financed  a  wide  variety  of  family  welfare  investments,  such  as  the  purchase  of  land, 
construction  of  a  new  room,  repair  of  a  roof,  installation  of  water  or  electricity,  drilling  of  a  well, 
purchase  of  a  sewing  machine  or  a  used  refrigerator,  and  financing  high  school  or  university 
studies. 

All  this  is  possible  without  hand-outs  and  charity.  All  that  is  needed  is  access  to  credit.  A  loan 
constitutes  one  of  the  purest  forms  of  self-help.  The  loan  obligation,  as  well  as  the  savings  it  has 
made  possible  and  the  profits  it  generates,  are  entirely  the  product  of  the  borrower's  own 
productivity.  And  unlike  hand-outs  and  grants,  which  once  spend  are  gone  forever,  credit  ftinds 
can  be  endlessly  recycled  once  the  loan  obligation  is  repaid. 

Furthermore,  the  self-employed  poor  around  the  world  are  extremely  responsible  with  credit. 
Most  microenterprise  programs  post  loan  repayment  rates  that  exceed  95%. 

These  considerations  build  a  very  strong  case  for  microenterprise  programs  as  arguably  among 
the  most  effective,  least  expensive,  fastest  growing,  and  safest  uses  of  foreign  assistance  ever 
established. 
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Last  year  a  bi-partisan  group  of  Members,  some  of  whom  sit  on  this  Committee,  wori<ed  with  the 
Microenterprise  Coalition  and  AID  Administrator  Atwood  to  create  the  Microenterprise 
Initiative. 

This  Initiative  completely  reformed  AID's  old  microenterprise  programs.  The  Agency  now 
focuses  a  larger  portion  of  its  portfolio  on  women,  It  also  provides  half  of  all  its  loan  capital  for 
loans  under  $300.  AID  is  also  working  with  implementing  agencies  so  that  we  can  achieve  self- 
sustainability  for  our  programs  and  steadily  improve  the  financial  prudence  of  our  operations. 
FINCA  and  other  members  of  the  Microenterprise  Coalition  have  been  able  to  greatly  strengthen 
their  program  operations  thanks  to  this  very  timely  assistance  from  AID.  We  have  created  a  true 
public-private  sector  partnership. 

I  want  to  single  out  three  individuals  for  their  tireless  efforts  to  support  microenterprise  within 
AID:  Brian  Atwood,  Dick  McCall,  and  Beth  Rhyne.    Under  their  leadership,  AID  is  working 
hand  in  hand  with  NGOs  to  carry  out  this  program  the  way  Congress  intended.    In  fact,  one  of 
the  many  reasons  FINCA  is  concerned  about  an  AID  merger  into  the  State  Department  is  the  risk 
of  losing  dedicated  people  and  their  programs  that  have  been  historically  supported  by  our 
community. 

The  Microenterprise  Coalition  began  this  year  seeking  $140  million  for  the  Microenterprise 
Initiative.  Of  that  amount,  we  requested  $39  million  for  AID's  Central  Funding  Mechanism  ~ 
the  mechanism  which  directly  funds  PVOs  and  NGOs.  In  addition,  we  sought  $2  million  for  the 
M-SED  program  ~  AID's  guarantee  fund  for  microenterprise  programs.  If  the  budget  had 
permitted,  we  would  have  asked  for  an  additional  $3S  million  because  that  is  what  our 
community  could  effectively  implement  in  the  next  fiscal  year.  Because  our  loan  funds  are 
recycled,  and  because  they  generate  so  much  in  borrower  savings,  this  modest  increase  would 
have  an  exponentially  positive  effect. 

Since  this  Committee  did  not  earmark  the  Microenterprise  Initiative  of  $140  million,  and  only 
the  $2  million  guarantee  program  called  MSED,  we  are  now  competing  against  all  other 
development  programs  for  funding.  As  passed  on  the  House  floor,  the  Development  Assistance 
Account  was  cut  by  30%.  The  Senate  authorization  committee  cut  our  programs  by  35-40%. 
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The  House  Appropriations  Committee  appears  to  be  leaning  toward  a  cut  of  almost  50%  for 
unearmari^ed  programs.  If  things  do  not  dramatically  change  in  the  appropriations  process,  and 
AID  is  forced  to  cut  all  unearmarked  programs  across  the  board  by  40-50%,  this  Congress  will 
have  severely  damaged  current  microenterprise  programs  and  their  implementing  institutions. 
FfNCA,  and  other  NGOs  like  it,  could  face  elimination.  We  will  be  self-sustaining  over  time, 
but  we  need  your  support  now. 

Today  there  are  over  one  billion  people  trapped  in  severe  poverty,  and  most  of  them  are  children. 
Their  parents-  most  particularly  their  mothers-are  fully  capable  of  creating  greatly  improved 
living  conditions  for  these  children.  These  mothers  are  capable  of  creating  small  miracles  of 
income  generation  and  savings  accumulation.  Day  by  day,  they  are  capable  of  steadily  improving 
their  children's'  nutrition,  health,  housing,  and  schooling.  But  they  can't  do  it  unless  they  have 
access  to  capital.  Not  a  hand  out,  but  capital  that  is  borrowed  and  fully  repaid.  They  don't  need 
our  charity.  All  they  need  is  a  chance! 

The  microenterprise  community  now  has  at  its  disposal  a  poverty  alleviation  technology  capable 
of  growing  faster  than  poverty  itself  Most  of  the  required  resources  will  by  fully  repaid, 
endlessly  recycled,  and  will  generate  infinitely  larger  counterpart  resources.  This  will  be  the 
most  cost-effective  foreign  aid  ever  attempted.  If  we  -  the  Congress,  AID,  and  the 
Microenterprise  Coalition  work  together,  and  if  we  harness  the  resources  and  ingenuity  of  the 
private  sector  to  assist  in  these  efforts,  we  will  contain  and  reverse  the  growth  of  severe  poverty 
worldwide  by  the  early  years  of  the  new  millennium. 

We  need  your  assistance.  I  urge  you  to  do  everything  in  your  power  to  keep  intact  and,  if 
possible,  expand  funding  for  microenterprise  programs.  Any  assistance  you  could  provide  our 
community  with  the  Appropriations  Committees  would  be  greatly  appreciated.  Specifically,  to 
continue  to  be  effective,  we  need  the  Microenterprise  Initiative  to  be  fully  funded  at  $140 
million. 

I  sincerely  thank  you  for  providing  me  with  this  opportunity  to  share  my  views  on  behalf  of  the 
microenterprise  community. 
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Testimony  of  Professor  Muhammad  Yimus 
Managing  Director,  Grameen  Bank 

Alleviation  of  Poverty  is  a  Matter  of  Will 


My  name  is  Muhammad  Yunus  and  I  am  founder  and  Managing  Director  of  the  Grameen 
Bank  in  Bangladesh.    I  must  begin  my  testimony  by  first  thanking  you.  Chairman  Oilman, 
for  being  the  first  member  of  Congress  to  introduce  legislation  supporting  credit  for  self- 
employment,  especially  for  women.    Your  very  early  leadership  played  a  pivotal  role  in 
bringing  us  to  where  we  are  today.   I  hope  you  can  visit  Grameen  someday  so  we  can  show 
you  the  hope  that  your  leadership  has  helped  bring  about.    I  also  want  to  thank  Congressman 
Gejdenson  for  his  leadership  in  working  with  the  Administration  in  reforming  USAID's 
microenterprise  program. 

1.   Why  Grameen  Bank? 

It  is  usually  assumed  that  poor  men  and  women  are  unable  to  increase  their  incomes  because 
they  have  no  or  very  few  relevant  skills.   They  have  nothing  to  offer  except  their  physical 
labour.    Since  it  is  assumed  that  they  do  not  have  any  skills,  elaborate  skills  training  is 
recommended. 

But  to  assume  that  the  poor  have  no  skills  and  that  the  only  kind  of  employment  for  them  is 
wage  employment  is  to  make  two  grave  mistakes.   The  fact  that  the  poor  remain  alive  under 
severely  adverse  circumstances  shows  that  they  have  a  very  important  skill-the  survival  skill. 
To  begin  with,  we  can  support  this  skill.    The  unfortunate  fact  is,  while  the  poor  people  only 
survived  using  their  own  skills,  others  (such  as,  moneylenders,  landlords,  contractors,  etc.) 
have  amassed  wealth  and  reaped  bountiful  harvests  because  of  them. 

Not  only  do  the  poor  not  get  the  full  worth  of  their  income,  they  also  are  unable  to  use  most 
of  their  skills  for  productive  purposes.  For  instance,  thousands  of  weavers  in  Bangladesh  are 
condenuied  to  pulling  rickshaws  or  hawking  cigarettes  because  they  lack  the  small  amount  of 
capital  to  buy  the  raw  materials  for  their  work. 

Only  if  the  poor  can  acquire  access  to  the  capital  needed  for  the  independent  application  of 
their  skills  can  they  move  in  the  direction  of  fuller  utilization  of  their  productive  capacities. 
They  can  then  begin  a  process  of  ensuring  the  continual  growth  of  income,  consumption, 
investment  and  assets.    With  increased  assets,  they  increase  the  overall  demand  for  goods 
and  services,  thereby  helping  to  awaken  their  local  economies  from  the  deep  slumber  they 
are  now  in. 

Our  experience  in  Grameen  Bank,  after  19  years  in  operation,  leads  us  to  one  conclusion-- 
that  poverty  can  be  removed  quickly  and  directly  by  allowing  the  poor  the  access  to  credit  to 
utilize  their  own  skills.    If  financial  resources  can  be  made  available  to  the  poor  people  at 
terms  and  conditions  that  are  appropriate  and  reasonable,  these  millions  of  small  people  with 
their  millions  of  small  pursuits  can  add  up  to  create  the  biggest  development  wonder. 
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2.   How  did  it  begin? 

Bangladesh  had  a  terrible  famine  in  1974.    I  was  teaching  economics  in  a  Bangladesh 
university  at  that  time.    You  can  guess  how  difficult  it  is  to  teach  the  elegant  theories  of 
economics  when  people  are  dying  of  hunger  all  around  you.    Those  theories  appeared  like 
cruel  jokes.   I  became  a  drop-out  from  formal  economics.    I  wanted  to  learn  economics  from 
the  poor  in  the  village  next-door  to  the  university  campus. 

Amongst  many  things  that  I  learned,  I  saw  how  people  suffered  everyday  of  the  year  because 
they  could  not  come  up  with  financial  resources  as  small  as  five  to  ten  dollars.    I  tried  to 
resolve  this  by  offering  loans  from  my  own  pocket.    The  first  loans  I  gave  amounted  to  a 
total  amount  of  $30  given  to  42  people.    Later  I  thought  of  organizing  this  in  a  more 
institutional  way.    I  went  to  the  branch  of  a  commercial  bank  located  in  the  campus  to 
persuade  them  to  offer  loans  to  poor  people  in  the  village.    The  bank  manager  thought  I  was 
joking.    I  did  not  give  up. 

After  many  visits  over  several  months,  I  could  get  the  loans  only  when  I  offered  myself  as 
guarantor.    This  was  my  first  encounter  with  banks  and  their  rule  of  not  giving  loans  without 
collateral,  a  requirement  which  effectively  excludes  the  landless  poor  from  accessing  credit. 
Gradually  I  learned  that  because  of  complex  rules  and  regulations,  not  only  the  landless  but 
also  the  illiterate  are  excluded.    The  banks  also  keep  a  considerable  distance  from  women,  as 
a  woman  from  any  social  class  who  applies  for  a  loan  is  always  asked  whether  or  not  her 
husband  approves  of  her  application.    (It  does  not,  of  course,  work  the  other  way  around.) 

I  also  discovered  that  the  record  of  the  banks  in  recovering  loans  from  its  client  was  not  at 
all  a  happy  one.    Default  rates  of  20%,  30%,  or  more  were  common.    I  could  not  understand 
why  the  banks  continued  to  say  that  they  provided  "credit",  since  more  than  half  the  time 
they  were  actually  providing  a  grant  in  the  name  of  a  loan.    I  quickly  realized  that  banking  in 
Bangladesh  is  most  often  a  charity  programme  for  the  wealthy. 

I  made  strenuous  efforts  from  the  beginning  to  ensure  that  the  landless  people  who  obtained 
loans  through  my  programme  had  a  flawless  repayment  record. 

Repayments  were  coming  in  like  clockwork,  but  the  bankers  still  did  not  believe  that  the 
system  could  work.    They  said,  "A  Professor  can  work  any  miracle  in  one  village,  but  the 
minute  you  go  to  scale  up  it  will  fall  apart. " 

So,  we  tried  it  in  two  villages,  and  then  five  villages,  and  then  over  an  entire  district,  and 
then  in  five  districts—but  still  they  were  not  convinced  that  loaning  to  the  poor  was  a  doable 
proposition.    It  was  at  this  point  we  petitioned  the  Bangladesh  government  to  allow  us  to  set 
up  an  independent  bank  for  the  poor  that  would  also  be  owned  by  the  poor.    Over  the 
objections  of  the  bankers,  and  after  a  lot  of  running  around  and  lobbying,  we  were  allowed 
to  set  up  our  bank,  Grameen  Bank,  in  October,  1983. 
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3.   Grameen  Bank:   As  it  looks  now. 

We  are  told  by  economists,  planners,  experts,  that  even  if  it  is  possible  to  lend  money  to  a 
handful  of  poor  people  in  half  a  dozen  or  so  villages  and  get  the  money  back,  surely  this  can 
not  be  scaled  up  to  reach  out  to  any  significant  number  of  villages  or  poor  people.    One 
planner  predicted  in  our  very  early  years  that  to  expand  our  work  the  whole  thing  would 
explode  into  non-existence.    We  dared  to  expand  our  programme,  and  expand  at  great  speed. 
We  are  still  in  existence  and  in  good  health. 

Today  we  work  in  35,000  villages  of  Bangladesh,  which  has  a  total  of  68,000  villages.    We 
operate  through  1,045  branches  with  about  12,000  staff.   We  disburse  between  US  $30 
million  and  US  $40  million  each  month  and  collect,  as  repayment,  an  almost  similar  amount 
each  month.    We  feel  stronger  today  than  we  ever  did  before.   We  have  already  covered 
over  2  million  borrowers,  94%  of  whom  are  women.   Unlike  other  conventional  banks  that 
try  to  secure  their  loan  repayments  mostly  through  the  collateral  mechanism,  the  repayment 
rate  in  Grameen  is  about  98%.    GB  always  views  its  loans  as  means  to  gain  command  of 
resources.   With  its  effective  use,  a  poor  person  can  convert  his  latent  skills  into  generating 
an  income  for  himself  to  reverse  the  age  old  vicious  circle  of  "low  income,  low  savings,  low 
investment"  into  an  expanding  circle  of  "low  income,  credit  investment,  more  income, 
savings,  more  investment,  savings,  more  investment,  and  so  on. "   The  innovativeness  of 
these  people  is  enormous.    Besides  income  generating  loans,  GB  also  gives  housing  loans.   A 
borrower  can  take  a  maximum  amount  of  US  $500  for  building  a  typical  house.    We  have 
given  more  that  315,000  housing  loans  so  far  with  a  perfect  repayment  record.    Today, 
Grameen  Bank  is  the  largest  rural  financial  institution  in  Bangladesh,  which  alone  accounts 
for  more  that  60%  of  the  total  rural  credit  disbursed  annually  in  the  country.    Up  to  the  end 
of  April,  1995,  the  GB  borrowers  have  taken  an  amount  of  about  US  $1.30  billion  as  loans 
and  saved  about  US  $84  million. 

Studies  done  on  Grameen  tell  us  that  the  borrows  have  improved  their  income,  widened  their 
asset  base,  moved  steadily  toward  crossing  the  poverty  line  and  toward  a  life  of  dignity  and 
honour. 

Studies  also  tell  us  that  the  nutrition  level  in  Grameen  families  is  better  than  non-Grameen 
families,  child  mortality  is  lower  in  Grameen  families  than  in  non-Grameen  families,  and 
adoption  of  family  planning  practices  is  higher  in  Grameen  families  than  in  non-Grameen 
families.   All  studies  confirm  the  visible  empowerment  of  women,  the  main  victims  of 
poverty  and  hunger  in  most  societies. 

4.   Credit  is  a  human  right. 

Credit  creates  entitlement  to  resources.   The  more  credit  one  can  receive,  the  more  resources 
he  can  command,  the  more  powerful  he  is.    In  a  given  society  if  one  can  find  out  who  is 
enjoying  how  much  credit,  it  would  be  easy  to  predict  the  socio-economic  configuration  for 
tomorrow.   Through  credit  as  the  main  instrument  for  change,  Grameen  is  striving  to  ensure 
this  fundamental  right  to  the  very  poor  in  the  society  who  are  practically  deprived  of  almost 
all  their  rights,  because  the  access  to  resources  has  been  denied  to  them  which  would  have 
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enabled  them  to  fight  their  way  out  from  the  abyss  of  poverty.   Credit  is  a  powerful  weapon, 
and  with  it,  a  poor  person  is  certainly  better  equipped  to  manoeuvre  the  forces  around  him  to 
his  best  advantage.    With  appropriate  credit  institutions  and  credit  policies,  one  can  lead 
society  toward  a  desired  shape.    Therefore,  every  poor  person  must  be  allowed  a  fair  chance 
to  improve  his/her  economic  condition.   This  can  be  easily  done  by  ensuring  his/her  right  to 
credit.    If  the  existing  financial  institutions  fail  to  ensure  that  right,  it  is  the  obligation  of  the 
state  and  the  world  community  to  help  find  alternative  financial  institutions  which  will 
guarantee  this  fundamental  human  right.    This  is  basic  for  the  economic  emancipation  of  the 
poor,  in  general,  and  of  the  poor  women,  in  particular. 

The  entire  fabric  of  the  GB's  conceptual  framework  has  been  built  on  the  relationships  of  the 
power  and  the  strength  of  credit  with  that  of  employment,  savings,  women,  collaterals, 
development,  and  the  issues  relating  to  the  socio-cultural  aspects.    I  will  take  this  opportunity 
to  bring  out  this  relationship  very  briefly  in  order  to  show  you  the  real  strength  of  credit  in 
changing  this  world  of  ours. 

a.  Credit  and  Development 

The  road  to  socio-economic  prosperity  must  be  a  continuous  process  of  creation  of  assets  so 
that  the  asset  base  of  an  individual  or  society  becomes  stronger  at  each  economic  cycle.    This 
process  of  creation  of  assets  can  be  accelerated  with  the  support  of  credit.    A  poor  person 
can  convert  his/her  latent  skill  or,  in  other  words,  his/her  survival  skill,  into  any  economic 
activity,  of  course  legal,  with  the  aid  of  credit.    When  someone  has  an  oppormnity  to  acquire 
assets  or  borrow  assets  to  use  for  any  benefit,  he/she  no  longer  stops  dreaming.    Credit, 
thus,  creates  hopes  and  also  kindles  ambition  for  a  change.    The  experience  of  Grameen 
Bank  testifies  to  this.   GB  has  been  dealing  with  the  poorest  of  the  poor  who  were  not  trusted 
by  the  conventional  lenders,  not  to  speak  of  the  poor  women  of  convention  bound  by 
prejudiced  poor  economics.   The  GB  borrowers  no  more  beg,  or  are  at  the  mercy  of  their 
legal  tyrants  (husbands)  or  any  of  their  relatives.    A  GB  borrower  has  now  formally  become 
a  part  in  the  development  process.    She  is  a  small  entrepreneur,  always  busy  reading  the 
market  signals,  balancing  the  daily  production  and  sales  figures,  procuring  goods  and 
services,  attending  the  bank  meetings,  participating  in  family  decision-making  sittings,  etc. 

b.  Credit  and  Women 

These  two  words  may  apparently  seem  strange  to  correlate.   But  the  experience  of  Grameen 
Bank  shows  that  in  the  poor  societies,  credit  through  women  can  bring  about  changes  faster 
than  through  that  of  men.    In  most  of  our  development  planning,  women  are  seldom 
reckoned  as  an  economic  force.    If  development  means  elimination  of  hunger  and  poverty, 
then  the  women  should  be  given  their  due  recognition.    Because,  relatively  speaking,  hunger 
and  poverty  are  more  women  issues  than  men's  issues.    Women  experience  hunger  and 
poverty  in  much  more  intense  ways  than  men.    If  one  of  the  family  members  has  to  starve,  it 
is  an  unwritten  law  that  it  has  to  be  the  mother.   The  mother  has  to  go  through  the  traumatic 
experience  of  not  being  able  to  feed  her  children  during  days  of  famine  and  scarcity.    When 
a  poor  father  starts  making  extra  income,  he  starts  dreaming  about  himself.   When  a  poor 
mother  starts  making  some  income,  her  dreams  invariably  center  around  her  children.    If  the 
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goals  of  development  include  improved  standards  of  living,  removal  of  poverty,  access  to 
dignified  employment,  and  reduction  in  societal  inequality,  then  it  is  quite  natural  to  start 
with  women.    They  constitute  the  majority  of  the  poor,  the  underemployed,  and  the 
economically  and  socially  disadvantaged  in  most  societies.    Furthermore,  women  suffer  from 
the  additional  burdens  imposed  by  gender  hierarchies  and  subordination. 

c.  Credit  and  Self-Employment 

The  right  to  work  has  been  recognized  as  an  important  human  right.    Opportunities  to  work 
may  be  created  in  two  ways:   either  through  wage  employment  or  through  self-employment. 
Not  everybody  is  fortunate  enough  to  find  wage  employment.   Women,  for  example,  are  less 
likely  (Bangladesh  is  an  example)  to  find  wage  employment  in  countries  where  there  is  no 
tradition  for  female  employment.    Even  if  wage  employment  is  available  to  some,  it  may  not 
be  very  stable.    It  may  appear  that  the  generation  of  employment  is  a  solution  to  poverty  and 
an  opportunity  for  economic  salvation.   This  may  not  always  happen.    Employment  may 
mean  being  condemned  to  a  life  in  a  squalid  city  slum  or  working  for  two  meals  a  day  for 
life.   Thus,  the  road  to  socio-economic  prosperity  must  be  a  continuous  process  of  creation 
of  assets,  so  that  the  asset  base  of  a  poor  person  becomes  stronger  at  each  economic  cycle  to 
enable  him  to  earn  more  and  more.    Self-employment  supported  by  credit  has  more  potential 
for  improving  the  asset  base  of  a  person.   With  the  ever  increasing  size  of  the  labour  force, 
it  is  quite  unlikely  that  third  world  countries  can  raise  investment  to  a  level  that  will  create 
enough  employment  to  absorb  the  labour  force.   This  may  possibly  benefit  rich  countries  as 
well.   Creating  favorable  conditions  for  making  a  living  through  self-employment  is  a  much 
more  dignified  way  of  solving  unemployment  then  initiating  a  system  of  doles  and  welfare 
payments. 

d.  Credit  and  Savings 

If  properly  administered,  credit  and  savings  go  side  by  side.    Conventional  theory  dictates 
that  income  is  the  most  powerful  determinant  in  savings  behaviors.    Many  have,  therefore, 
dismissed  the  poor  as  being  unable  to  save  and,  hence,  immune  to  the  incentives  designed  to 
mobilize  deposits.    This  belief  led  to  self-ftilfiUing  prophecies:    since  the  poor  do  not  save, 
financial  markets  created  little  oppormnity  or  stimulus  among  poorer  populations  to  tap 
savings.    Grameen  Bank's  success  in  the  mobilization  of  savings  among  the  poorest  strata  of 
the  population  is  also  an  example  that  testifies  that  the  poor  are  not  only  capable  of  saving, 
but  can  also  contribute  substantially  toward  the  country's  development  efforts.    Up  to  the  end 
of  April,  1995,  GB's  borrowers  have  already  saved  (net  of  withdrawals)  an  amount  of  about 
US  $84  million,  which  is  estimated  to  increase  to  US  $456.76  million  by  the  end  of  2005. 

e.  Credit  and  Collateral 

The  conventional  lending  mechanism  is  primarily  based  on  collateral.    For  borrowing  money, 
one  has  to  prove  that  in  case  he  defaults  willingly  or  unwillingly  the  lender  can  catch  hold  of 
his  assets.   The  borrower  is  never  trusted.    In  a  situation  where  a  majority  of  the  population 
caimot  provide  collateral,  they  are  automatically  weeded  out.   The  persons  who  need  the 
credit  most  are  denied  access  to  it.   Rich  people  are  the  few  lucky  ones.   Could  this 
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collateral  ensure  even  a  reasonable  repayment  of  loans?  Rather,  distribution  has  become 
further  polarized,  and  the  pauperization  has  continued  unchecked.    Actually,  this  is  the 
situation  in  Bangladesh  and  possibly  in  most  of  the  third  world  countries.    It  is  inhuman  and 
irrational  that  for  lack  of  a  single  factor,  i.e.,  collateral,  the  majority  of  the  people  should  be 
denied  access  to  credit.    Since,  the  "halo"  around  this  factor  hardly  proves  its  utility,  we 
should  redesign  our  credit  dispensation  strategy. 

f.   Credit  and  Social  Agenda 

While  credit  is  an  efficient  instrument  that  can  quickly  augment  income,  poverty  has  many 
dimensions  since  the  poor  have  to  fight  battles  on  a  number  of  fronts.    To  cope  with  them, 
there  is  need  to:    (a)  raise  the  social  and  political  consciousness  of  the  newly  organized 
groups;  (b)  focus  iiKreasingly  on  the  women  from  the  poorest  households,  whose  urge  for 
survival  has  a  far  greater  bearing  on  the  overall  development  of  the  family;  and  (c) 
encourage  their  participatory  involvement  in  plarming,  implementing  and  monitoring  social 
and  physical  infrastructure  projects,  i.e.,  basic  housing,  sanitation,  safe  drinking  water, 
children's  schooling,  family  planning,  homestead  gardening  for  improved  nutrition  and 
cleaner  environment,  etc.    Grameen  Bank's  "Sixteen  Decisions"  contain  these  social 
elements.   They  complement  credit  to  ensure  the  sustenance  and  continuation  of  the  benefits 
that  the  use  of  credit  generates.   Thus,  "Sixteen  Decisions"  form  an  integral  part  of  the  GB's 
credit  delivery  and  recovery  mechanism. 

5.   Peace  is  freedom  from  poverty 

To  me  peace  is  not  the  absence  of  military  conflict.   Peace  is  to  be  understood  in  a  human 
way.    In  a  broad  social,  political,  and  economic  way.   Peace  should  mean  social  justice 
between  nations  and  within  nations.    It  should  mean  establishment  of  human  rights  for  all 
people.    The  people  who  are  unable  to  control  their  own  destiny,  and  are  constantly  at  the 
mercy  of  somebody  else  for  his/her  tomorrow,  cannot  be  in  peace.    Poverty  denies  a  person 
control  over  his/her  destiny.    It  means  denying  him/her  the  oppormnity  to  explore  his/her 
potential  to  carve  out  for  himself/herself  a  dignified  living.   We  have  built  a  world  system 
which  is  in  the  habit  of  pushing  people  down,  not  building  them  up.    It  creates  barriers 
around  individuals  rather  than  remove  them.    It  has  failed  to  create  conditions  in  which 
people  can  freely  choose  to  move,  work,  borrow,  and  have  access  to  the  oppormnities  which 
someone  else  enjoys  because  of  the  conditions  that  have  been  created  to  deny  the  same. 
Why  is  it  that  the  financial  institutions  refuse  to  extend  credit  to  the  poor?   The  financial 
institutions,  unwittingly  perhaps,  have  created  a  caste  system  throughout  the  world  by  tying 
loans  with  collaterals.   The  collateral  principle  says  loud  and  clear  that  "if  you  don't  have  it, 
you  don't  get  it".   This  is  the  most  painful  part  of  it.   The  people  who  need  the  most  can't 
get  it.   The  financial  instimtions  are  saying  that  if  you  are  in  the  right  caste,  that  is  if  you  are 
a  Brahmin,  a  financial  Brahmin,  the  bank  would  be  interested  in  talking  to  you.    My  point  in 
bringing  this  issue  here  is  to  remind  you  that  the  people  suffer  enormous  misery  just  because 
they  do  not  have  tiny  amounts  of  money.   Credit  being  one  of  the  most  powerful  assets,  can, 
if  dispensed  properly  and  if  made  accessible  to  the  needy  people  at  appropriate  terms,  help 
people  change  their  destinies.    By  creating  the  conditions  of  denial,  we  can  neither  achieve 
real  development  nor  seek  the  peace  for  which  we  all  are  apparently  putting  all  our  gears 
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together.   If  poverty  can  be  removed,  peace  will  automatically  follow.   To  me,  peace  is 
freedom  from  poverty. 

6.   Toward  creating  a  poverty-free  world 

a.  Aid  should  be  spent  directly  on  Poverty  Alleviation. 

If  the  foreign  aid  of  US  $26  billion,  which  was  spent  in  Bangladesh  in  the  last  23  years, 
would  have  been  spent  in  Grameen  style  credit  for  the  poor,  Bangladesh  would  probably  be  a 
country  without  any  families  l)elow  the  poverty  line  and  we  would  still  be  left  with  US  $26 
billion  to  recycle  many  more  times  in  the  future.   If  all  industrialized  nations  contributed 
only  .7%  of  the  GNP,  the  rate  recommended  by  the  United  Nations,  total  foreign  aid  would 
have  been  US  $130  billion  per  year.    Actual  aid  per  year  now  is  at  the  level  of  about  US  $60 
billion.    Nearly  all  of  it  goes  to  governments  of  the  recipient  countries  in  financing 
government  sponsored  projects  like  bridges,  roads,  power  distribution,  multipurpose  dams, 
health,  education,  family  planning,  training,  etc.    Some  of  these  projects  create  large 
bureaucracies.    Many  of  these  bureaucracies  become  corrupt  and  inefficient  very  quickly. 
They  incur  huge  losses  because  of  their  inefficiencies  and  corruption.    They  make  sure  the 
governments  continue  to  pump  in  money  to  keep  them  afloat  and  finance  their  corruption  and 
inefficiencies.   They  become  so  powerful  politically  that  the  governments  do  not  want  to 
cross  swords  with  them.    All  agencies  and  multilateral  financial  institutions  have  been 
designed  with  the  assumption  that  aid  money  should  go  to  the  government.    In  a  world  which 
is  trumpeting  the  superiority  of  the  market  economy  and  free  enterprise,  this  framework  for 
aid  is  totally  inappropriate.    Government  programmes  should  be  run  by  tax  payers  money. 
This  will  give  the  tax  payer  a  voice  in  running  government  programmes,  governments  should 
be  accountable  to  tax  payers,  rather  than  to  donors. 

b.  Designing  appropriate  strategies. 

The  engine  of  the  capitalist  system  is  supposed  to  be  fueled  by  "greed"  to  keep  the  system 
moving.    I  feel  that  this  is  one  wrong  assumption  which  has  led  the  world  to  a  self-fulfilling 
prophecy.   We  must  envision  a  world  which  has  not  only  greedy  people,  but  also  people  with 
strong  feelings  for  their  fellow  human  beings.    Also,  among  them,  there  are  many  people 
who  are  neither  all  greedy,  nor  all  self-sacrificing.    They  can  swing  between  two  extremes  or 
spend  their  lives  following  a  middle  course  with  a  careful  mixture  of  selfish  deeds  and 
personal  sacrifices  for  the  community.    If  societies  can  build  a  good  reward  system  for  works 
of  collective  good,  they  will  easily  take  on  more  of  good  works  than  of  the  selfish  kind. 

In  this  alternative  vision  of  the  capitalist  world,  instead  of  one  motivating  factor  ("greed")  to 
keep  it  in  motion,  we  can  introduce  social  consciousness  or  social  dreams  as  another 
motivating  factor.   Both  types  of  people  can  be  in  the  same  market  place,  using  the  same 
tools  and  concepts  of  capitalism,  but  pursuing  completely  different  goals. 

Can  capitalist  concepts,  tools,  and  framework  allow,  support  and  promote  economic  activities 
leading  to  achievements  of  social  objectives  in  parallel  with  narrowly  focused  personal 
objectives?  My  answer  is  an  emphatic  "Yes".    Yes,  it  can  be  done  provided  we  can  create. 
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strengthen  and  widen  the  role  of  social-consciousness-driven  entrepreneurs  through  building 
supportive  institutional  arrangements,  state  policies,  educational  systems,  social  regard 
mechanisms  and  creating  an  international  support  system. 

Once  we  recognize  the  existence  of  the  social-consciousness-driven  (SCD)  entrepreneurs 
several  important  possibilities  open  up: 

i)         A  new  type  of  World  Bank,  regional  banks,  and  domestic  development  banks  can  be 
created,  which  will  finance  the  SCD  enterprises,  both  for  profit  and  not-for-profit. 

ii)        Instead  of  channelling  aid  money  to  government  projects,  this  money  can  now  be 
directed  to  SCD  enterprises. 

iii)  Countries  which  are  yet  to  raise  their  foreign  aid  to  the  level  of  0.7  per  cent  of  GNP 
can  now  do  so  by  putting  the  additional  money  as  "Investment"  in  SCD  enterprises  in 
recipient  countries. 

iv)        Wherever  private  sector  is  not  moving  forward  on  its  own,  or  behaving  against  the 
interest  of  the  people,  new  SCD  enterprises  can  be  created  with  local  investment 
capital,  foreign  investment  capital,  and  donor  funds.    If  donor  funds  come  as  grants- 
part  of  this  or  the  whole  of  this  may  be  paid  back  in  a  revolving  fiind  (SCD 
Enterprise  Fund)  to  be  created  for  this  purpose. 

v)         Domestic  and  international  investment  companies  can  be  created  to  support  SCD 
enterprises.    This  will  be  a  logical  step  forward  from  the  existing  investment 
companies  with  social  screening. 

All  investments  can  be  organized  in  the  form  of  SCD  investments.    Even  social  sector 
investments,  such  as  education,  research,  training,  health,  welfare,  environment,  etc.  can  be 
brought  under  SCD  type  of  investment.    Once  we  introduce  the  government  as  a  "Client" 
who  pays  for  certain  services  offered  by  an  SCD  enterprise  all  social  investments 
immediately  become  feasible.    BBC  World  Service  is  a  good  example  of  government 
supported  SCD  enterprise. 

Grameen  Bank  has  already  created  a  number  of  non-profit  SCD  companies,  such  as, 
Grameen  Agricultural  Foundation,  Grameen  Fisheries  Foundation,  Grameen  Uddog  (a 
company  which  manufactures  and  markets  handloom  textiles  around  the  world),  Grameen 
(Social  Venmre  Capital)  Fund.    A  new  addition  will  soon  be  Grameen  Telecom  which  will 
bring  telephone  service  to  the  poorest  women  in  Bangladesh  villages  as  an  income  generating 
activity.    There  is  room  for  limitless  possibilities  of  such  companies,  each  one  of  which 
makes  business  sense. 

c.   Grameen  Replication  Programmes 

Grameen  type  credit  programmes  are  currently  being  replicated  in  43  countries  in  six 
continents.    Grameen  Trust,  a  subsidiary  of  Grameen  family,  is  mobilizing  funds  from  all 
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over  the  globe  to  finance  the  different  initiatives  on  the  Grameen  concept.   Rephcators  need 
the  initial  seed  capital  to  finance  their  on-lending  requirements,  as  well  as  the  recurrent  costs 
for  running  the  programme  at  the  initial  stages.   The  Trust  has  already  initiated  the  process 
of  creating  a  US  $100  million  Peoples  Fund  to  support  Grameen  Replication  Programme  all 
around  the  world.    Since  funds  are  not  coming  forth  in  a  significant  way  from  bilateral  and 
multilateral  donors  to  support  the  micro-finance  initiatives  around  the  world,  we  thought 
people  can  take  the  lead  and  show  the  way  for  the  governments  and  global  and  regional 
development  financial  institutions.    We  wish  to  reach  1  million  people  who  would  contribute 
US  $100  (or  equivalent  amount  in  other  currencies)  each  to  this  Fund  to  make  it  happen.    If 
1  million  people  from  all  over  the  world  contribute  to  this  fund,  then  it  will  not  be 
impossible  to  mobilize  $10  billion  without  straining  anybody's  purse.    A  little  bit  of  initiative 
to  this  end  can  benefit  millions  of  people  to  shake  off  the  bondage  of  poverty  and  join  hands 
with  their  more  fortunate  brothers.    For  making  this  initiative  of  Grameen  Trust  yield 
effective  results,  we  are  urging  the  good-meaning  people  to  persuade  four  other  friends  to 
contribute  US  $100  each,  and  create  a  Grameen  Support  Group.   This  initiative  of  Grameen 
Trust  is  one  of  the  thousands  of  alternative  ways  to  involve  people  to  eradicate  hunger  and 
poverty  from  the  face  of  the  earth.    With  strong  support  from  the  USA,  the  military  and 
economic  superpower,  initiatives  of  similar  kinds  can  be  encouraged  with  miraculous  results. 

7.   Alleviation  of  poverty  is  a  matter  of  will. 

Everybody  agrees  that  hunger  today  is  not  caused  by  shortage  of  food.    It  is  caused  by  the 
lack  of  purchasing  power  of  the  people.    Poverty  is  the  root  cause  of  hunger.    As  long  as 
poverty  continues  to  exist,  there  is  no  way  the  world  can  make  itself  free  from  hunger. 
Poverty  is  not  created  by  the  poor.    Nor  is  it  sustained  by  them.    The  roots  of  poverty  can  be 
found  in  our  instimtions,  concepts  and  theoretical  frameworks.   Will  our  thinking  about  the 
poor  and  poverty  change  because  over  2  million  poor  people  have  painstakenly  demonstrated 
every  day  of  the  year  for  the  last  several  years  that  they  can  borrow  money  and  change  their 
lives?   Shall  we  continue  to  accept  poverty  and  hunger  as  something  that  we  can  only 
sympathize  with  and  through  our  best  efforts,  touch  only  marginally? 

I  have  come  to  believe  that  the  alleviation  of  poverty  is  a  matter  of  will.   If  poverty  is 
unacceptable  to  all  of  us,  it  can  be  removed  once  and  for  all  from  the  surface  of  the  earth. 
This  is  why  I  am  excited  about  the  Micro  Credit  Summit  planned  for  September  11-13, 
1996.    The  Micro  Credit  Summit  is  the  first  step  in  RESULTS  Educational  Fund's  Where 
Credit  Is  Due  2005  project.   I'd  like  to  quote  from  one  of  their  documents  on  the  Micro 
Credit  Summit: 

The  time  has  come  to  acknowledge  micro  credit  as  a  powerful  tool  in  the  struggle  to 
end  poverty  and  economic  dependence.   The  time  has  come  to  convene  the  people  and 
organizations  necessary  to  launch  a  global  movement  to  extend  micro  credit  to  the 
comers  of  the  earth.   The  time  has  come  to  reach  100  million  of  the  world's  poorest 
families,  especially  the  women  of  those  families,  with  credit  for  self-employment  by 
2005. 

Those  who  practice  micro  credit,  those  who  study  it,  and  those  who  have  the 


55 


resources  to  extend  micro  credit  to  the  comers  of  the  earth  must  be  brought  into 
communication  and  coordination  with  each  other.    No  single  institution  can  call  this 
movement  into  being,  and  all  sectors—  public,  private,  and  nonprofit— have  roles  to 
play  in  this  global  campaign. 

RESULTS  Educational  Fund,  headquartered  in  Washington,  DC,  is  convening  the 
Micro  Credit  Summit  of  1996.    It  will  be  the  first  international  convention  of  all 
relevant  stakeholders.  It  will  be  a  gathering  that  reaches  out  to  all  sectors  of  society, 
planned  and  conducted  by  NGOs  and  popular  organizations. 

The  summit  will  be  a  "from  the  bottom  up"  gathering  in  the  sense  that  it  is  being 
convened  by  NGOs  and  popular  organizations  who  will  invite  the  participation  of 
those  institutions  of  government  and  international  affairs  that  should  be  involved  in 
this  movement.    The  purpose  of  the  summit  is  to  launch  a  global  movement  and  adopt 
a  plan  of  action  to  reach  100  million  of  the  poorest  families  of  the  world,  especially 
the  women  of  those  families,  with  micro  credit  for  self-employment  by  the  year  2005. 
The  summit  will  bring  together  several  different  types  of  people  and  each  category 
will  have  an  essential  role  to  play  in  the  movement: 

1 .  Micro  credit  practitioners-program  initiators  and  managers  as  well  as  village 
leaders  who  have  come  up  through  the  ranks.   Role  in  the  movement:   leadership 
in  training  for  program  replication  on  an  international  scale;  provide  monitoring 
and  evaluation  services  for  local  institutions. 

2.  Leaders  of  Non-Governmental  Organizations-Managers  and  program  staff  from 
NGOs  of  both  the  North  and  the  South  that  are  involved  in  community  economic 
development.    Role  in  the  movement:    Utilize  resources  to  seed  new  programs  at 
the  local  level. 

3.  Leaders  of  businesses  and  financial  institutions—both  national  and  international. 
Role  in  the  movement:  provide  civic  leadership  and  participate  in  outreach  to  the 
general  public  and  public  officials;  where  appropriate,  provide  technical 
assistance,  grants  and  capital  flows. 

4.  Government  officials-from  both  developed  and  developing  countries.   Role  in  the 
movement:  provide  public  investment  and  grants;  structure  regulation  of  financial 
institutions  to  encourage  and  support  micro  credit  institutions.    Prime  areas  of 
invitation  therefore  will  be  treasury  departments  as  well  as  foreign  and  domestic 
aid  bureaus. 

5.  International  development  bank  offlcials-the  World  Bank  and  regional  banks. 
Role  in  the  movement:  develop  and/or  expand  micro  credit  windows  for  finance, 
especially  for  financing  intermediary  institutions  such  as  Grameen  Bank  and 
FINCA. 

6.  Officers  of  U.N.-related  agencies—UNDP  and  UNICEF  among  others.   Role  in 
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the  movement:  Provide  grants  and  technical  assistance  support  for  micro  credit 
programs  operated  by  NGOs  and  public  agencies. 

7.  Foundations  and  Donors~the  ranks  of  philanthropic  staff  include  many 
individuals  with  extensive  knowledge  and  experience  of  micro  credit  programs. 
Role  in  the  movement:  support  the  global  network  of  practitioners  necessary  to 
sustain  the  movement;  participate  in  public  education  campaigns;  underwrite  pilot 
initiatives;  provide  Program  Related  Investments  as  seed  capital  in  areas  where 
public  agencies  are  not  providing  leadership;  provide  evaluation  services. 

8.  Service  clubs,  civic  and  religious  organizations~ro/e  in  the  movement:  sponsor 
village  banks,  grass  roots  fund  raising  activities,  direct  sponsorship  of  programs  in 
the  United  States,  and  constituent  education. 

9.  Grassroots  volunteers—ro/^  in  the  movement:  educate  the  public  to  the 
importance  of  micro  credit;  assist  with  fundraising;  create  a  public  climate 
favorable  to  micro  credit  programs  and  appropriate  government  support  and 
regulation. 

10  Media— ro/e  in  the  movement:  establish  micro  credit  as  a  concept  and  a 
movement  in  the  mind  of  the  global  public,  and  report  its  achievements. 

The  agenda  of  the  summit  will  be  developed  in  conjunction  with  the  Micro  Credit  Organizing 
Committee  on  which  I  serve. 

We  can  make  the  twentieth  century  the  last  century  for  poverty  on  this  earth.    Working  with 
President  Clinton,  who  as  Governor  took  immense  interests  in  Grameen  Bank,  and  working 
with  you,  Mr.  Chairman,  and  other  members  of  Congress  we  can  make  the  elimination  of 
poverty  a  reality.    As  the  twenty-first  century  approaches  its  mid-point,  the  world  will  be 
able  to  look  back  and  think  about  the  scourge  of  poverty  and  hunger  as  we  do  now  about  the 
plagues  which  raged  during  the  Middle  Ages. 
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